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INTRODUCTION 


THE  INSTITUTE  FOR  MEDICAID  MANAGEMENT 


The  Institute  for  Medicaid  Management  (IMM)  was  established  to  provide  training  and  technical 
assistance  to  States,  to  facilitate  the  exchange  of  pertinent  ideas  in  the  Medicaid  program  and  to 
point  out  effective  practices  of  the  States.  IMM's  goal  is  to  bring  about  improved  management  of 
the  Medicaid  program  so  that  medical  care  for  the  poor  and  medically  needy  can  be  provided  in  an 
affordable  and  effective  way. 

To  achieve  this  goal,  IMM  plans  to  use  a  multi-faceted  approach: 
to  lead  conferences  and  workshops  covering  subjects  useful  to  the  States; 
to  issue  publications  covering  exemplary  State  practices,  conference  proceedings,  current  ap- 
proaches to  specific  problems  and  other  stimulating  ideas  on  health  programs  in  general; 
to  provide  on-site  technical  assistance  to  States  and  to  coordinate  technical  assistance  efforts 

of  the  Medicaid  Bureau;  and 
to  evaluate  State  training  needs,  to  develop  curriculum  based  on  this  evaluation  and  to  provide 
training  material  for  State  staff  utilizing  the  curriculum. 
This  publication  serves  as  a  vehicle  for  dissemination  of  various  State  solutions  to  problems, 
innovative  ideas  and  articles  of  general  and  special  interest  to  State  Medicaid  Managers  and  staff. 

We  welcome  articles  on  any  subject  related  to  the  Medicaid  program.  We  are  particularly  inter- 
ested in  receiving  articles  from  State  agency  representatives.  Responses  to  previously  published 
material  are  also  welcome. 

We  see  this  publication  as  a  joint  Federal/State  effort.  If  it  is  to  be  successful,  we  must  have 
contributions  from  the  States  as  well  as  your  views  on  how  well  we  are  meeting  your  needs. 
Please  forward  all  communications,  contributions,  requests  for  information  and  materials  to: 

Lawrence  Levinson,  Acting  Director 
The  Institute  for  Medicaid  Management 
Medicaid  Bureau,  HCFA,  HEW 
Room  4628,  Mary  E.  Switzer  Building 
330  ''C"  Street,  S.  W. 
Washington,  D.C.  20201 


PSRO  MONITORING:  TREND  ANALYSIS  AND  PEER  REVIEW 


by  SAM  ROUTCH 

The  passage  in  1972  of  the  Professional 
Standards  Review  Organization  (PSRO)  Statute 
(Title  Xl-B  of  the  Social  Security  Act)  was  a 
watershed  in  the  development  of  Federally 
funded  medical  assistance  programs.  In  es- 
sence, the  PSRO  statute  delcares  that  for  medi- 
cal care  provided  under  any  Title  of  the  Act, 
determinations  of  the  medical  necessity,  quality 
of  care,  and  payment  for  care  shall  be  in  the 
hands  of  the  medical  profession.  (Here,  and  in 
the  Act,  "the  medical  profession"  is  equated 
with  doctors  of  medicine  and  osteopathy.)  This 
is,  to  some  extent,  a  reversal  of  what  had  been 
a  trend  in  the  direction  of  lay  supervision  and 
control  of  payments  for  publicly  funded  medi- 
cal care.  The  PSRO  statute  addresses  a  fear 
that  judgments  of  medical  need  would  ultimate- 
ly come  to  rest  in  the  hands  of  persons  unquali- 
fied to  make  them.  This  fear  is  groundless;  re- 
view of  medical  necessity  must  always  depend 
upon  the  advice  and  counsel  of  those  experts  in 
the  diagnosis  and  treatment  of  diseases — ulti- 
mately, doctors  of  medicine  and  osteopathy. 
The  PSRO  statute  dictates  a  specific  form  for 
the  exercise  of  that  counsel — and  gives  it 
"teeth"  by  tying  payment  to  the  PSRO's  deter- 
minations of  the  medical  necessity  of  treatment 
given. 

Whatever  side  one  takes,  it  has  to  be  recog- 
nized that  this  is  a  situation  that  is  not  designed 
to  delight  laypersons  responsible  for  the  fiscal 
side  of  State  Medicaid  programs.  There  are  still 
strong  remnants  of  the  drive  for  local  autono- 
my that  arose  during  the  last  decade  in  the 
States,  and  with  the  fiscal  pressures  that  are 
part  and  parcel  of  Medicaid,  the  demand  from 
State  legislatures  for  firmer  control  over  ex- 
penditures stands  in  at  least  apparent  contradic- 
tion to  the  thrust  of  the  statute. 

The  Best  of  Currently  Possible  Worlds: 
PSRO  Monitoring 

A  solution  can  be  found  in  "PSRO  monitor- 
ing." The  logic  behind  this  is  that  nothing  in 


the  statute  forbids  an  independent  gathering  by 
States  of  data  on  the  impact  of  PSRO  activity. 
The  Department  has  further  mandated  (in  AT 
77-43,  dated  April  15,  1977,  which  follows  the 
slightly  more  discursive  AT  76-140)  that  moni- 
toring cannot  be  duplicative,  and  cannot  in- 
volve a  case-by-case  examination  and/or  deter- 
mination of  medical  necessity.  The  problem 
that  a  State  agency  wishing  to  monitor  PSROs 
must  solve,  then,  is  to  find  a  method  which  is 
not  duplicative  and  is  not  based  on  individual 
case  analysis. 

There  is  a  certain  functional  rationale  to 
these  demands.  The  maintenance  of  a  large 
staff  of  expert  medical  consultants  by  a  State, 
to  challenge  PSRO  decisions  before  the  need 
arises,  is  not  a  solution  that  fits  in  with  the  cur- 
rently austere  climate  in  which  State  budgets 
are  written.  There  is  no  need  for  such  a  stafi" 
on  any  other  grounds;  the  PSROs  and  the 
States'  own  utilization  review  efforts  are  in- 
stances of  "management  by  exception,"  the  es- 
sence of  which  is  to  ignore  the  great  majority  of 
situations  that  are  normal  so  that  the  leanest 
control  measures  possible  can  be  applied  only 
when  a  prima  facie  problem  arises.  Given  that 
the  PSRO  exists,  why  duplicate  it? 

Ohio  developed  a  system  that  revolves 
around  the  use  of  something  that  I  call  "key- 
hole monitoring."  "Looking  through  a  key- 
hole" involves  far  less  effort  than  "opening  the 
door"  (which  is  not  permitted  in  any  case)  and 
the  visual  field  is  wide.  One  can  see  almost 
anything  that  could  be  seen  by  walking  into  the 
room. 

When  Ohio  began  its  PSRO  monitoring  pro- 
jects, HEW  policy  and  fiscal  reality  limited 
possible  plans  to  those  which  made  use  of  the 
data  base  available.  Ohio,  fortunately,  has  a 
Medicaid  Management  Information  System 
(MMIS);  it  was,  in  fact,  the  pilot  State  in  the 
MMIS  effort.  Possession  of  the  MMIS  made 
available  a  vast  array  of  data  which  could  be 
sorted  and  analyzed  with  ease.  In  fact,  it  was 
necessary  only  to  write  three  short  programs. 
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exclusive  of  those  already  in  the  MMIS  system 
(at  a  cost  of  about  $1.0()0)  in  order  to  imple- 
ment the  monitoring  plan. 

Before  starting  the  monitoring  effort,  Ohio 
had  to  decide  which  keyhole  to  look  through. 
As  PSROs  were  involved  mainly  in  determining 
medical  necessity  of  hospital  care,  and  they  are 
approaching  that  task  primarily  through  deter- 
minations of  each  patient's  length  of  stay,  this 
seemed  the  obvious  statistic  to  monitor.  It  is 
not,  we  should  note,  one  that  can  be  directly 
translated  into  money  terms — nowadays,  unfor- 
tunately, one  of  the  things  that  States  are 
forced  to  think  about  is  money.  The  lack  of 
immediate  fiscal  translatability  is  due  not  only 
to  the  fact  that  not  all  hospital  stays  cost  the 
same  (the  latter  days  in  any  stay  cost  less, 
when  utilization  of  ancillary  services  is  consid- 
ered), but  is  also  due  to  there  being  no  satisfac- 
tory measure  of  the  overa// utilization  of  hospi- 
tal services  other  than  dollars  themselves.  One 
can  assume  that  in  the  aggregate,  however, 
shorter  lengths  of  stay  cost  less,  and  longer 
ones  cost  more.  One  of  our  interests,  then,  lay 
in  looking  at  what  happens  to  length  of  stay 
under  PSRO  control. 


Needles  and  Haystacks:  The  Choice  of 
Monitoring  Parameters 

Whose  length  of  stay,  however,  got  to  be  a 
complicated  question.  We  surely  would  not  get 
any  valid  results  if  we  tried  to  judge  matters  by 
looking  at  the  lengths  of  stay  associated  with 
sleeping  sickness.  Since  there  are  some  3,000 
diagnoses  in  our  MMIS  files,  and  the  number 
of  patients  with  them  varies  from  zero  to 
15,000,  (spread  over  210  hospitals)  it  was  not  at 
all  clear  which  information  ought  to  be  exam- 
ined for  trend  variations.  The  cited  factors 
alone  meant  that  there  were  9.45  billion  differ- 
ent pieces  of  information  that  we  could  have 
analyzed,  without  even  considering  the  mix  of 
sexes  among  the  diagnoses,  geographic  factors, 
etc. 

Another  issue  that  confronted  us  was  the 
amount  of  credence  that  could  be  given  to  the 
information.  If  we  found  severe  problems  in 
length  of  stay,  we  would  have  to  "confront" 
the   PSROs  with  this  finding,   but  if  we  could 


not  demonstrate  its  reliability  through  some 
means  other  than  our  own  professions  of  faith, 
there  was  little  reason  to  expect  to  be  taken 
seriously. 

We  tried  making  some  cuts  in  the  data  base. 
It  was  at  this  point  that  we  noticed  a  fact  that 
tends  to  get  obscured  in  the  minutiae  of  medi- 
cal practice.  While  there  are  many  diseases,  a 
very  small  number  account  for  almost  all  hospi- 
talizations. When  we  asked  our  MMIS  for  all 
diagnoses  linked  to  100  or  more  recipients,  we 
found  that  176  (out  of  over  3,000)  accounted 
for  more  than  76,000  recipients — or  that  6  per- 
cent of  all  diagnoses  accounted  for  63  percent 
of  all  hospital  stays.  We  looked  next  at  fre- 
quencies between  100  and  500,  hoping  to  find 
the  level  where  the  fewest  diagnoses  accounted 
for  the  greatest  number  of  patients.  (That  is, 
we  tried  to  maximize  the  ratio,  "total  patients 
with  N  diagnoses/ N  diagnoses"  for  all  diagnos- 
es linked  to  more  than  100  or  less  than  500  pa- 
tients). As  often  happens  when  one  plays  these 
mathematical  games,  it  was  the  last  test  that 
gave  us  the  figure  we  wanted — the  ratio  was 
highest  when  all  diagnoses  with  less  than  500 
patients  were  excluded.  At  that  level,  we  had 
30  diagnoses,  accounting  for  46,000  recipients, 
or  I  percent  of  the  diagnoses  accounting  for  38 
percent  of  all  hospital  stays.  The  frequency 
range  was  500  to  15,000  patients  for  each  diag- 
nosis; the  average  was  1533  recipients  per  diag- 
nosis. 

In  developing  this  set  of  thirty  diagnoses,  we 
had  not  only  produced  something  that  we  could 
monitor  with  some  degree  of  efficiency;  we  had 
also  produced  a  stratified  sample  design.  We 
had  "cut  up"  the  universe  of  patients  into  diag- 
noses, and  chosen  to  take  a  100  percent  sample 
of  the  top  thirty.  This,  incidentally,  introduces 
no  bias  (for  our  purposes)  at  all.  We  were  not 
interested  in  monitoring  the  change  in  the 
lengths  of  stay  for  all  diagnoses  under  PSRO 
influence  in  the  abstract;  we  wanted  to  monitor 
those  lengths  of  stay  and  any  changes  likely  to 
have  the  greatest  fiscal  impact.  As  explained 
above,  we  selected  those  diagnoses  by  maxim- 
izing the  patients/diagnoses  ratio.  The  upshot 
was  that,  in  the  average  length  of  stay  (ALOS) 
for  these  thirty  diagnoses,  we  had  a  statistic 
that  was  ideally  suited  to  its  purposes,  and  one 
that  included  a  large  enough  group  of  recipients 
so  that  chance  variations  would  "damp  out." 


We  could  be  assured  that  monitoring  this  statis- 
tic would  prevent  our  drawing  insuportable,  and 
therefore  potentially  embarrassing  conclusions. 


Selling  Used  Cars:  Convincing  the 
PSROs 

Ohio's  next  step  was  to  establish  the  reliabili- 
ty of  this  information  in  the  eyes  of  the 
PSROs.  At  this  point,  we  had  the  baseline 
lengths  of  stay  for  the  top  thirty  diagnoses,  in 
terms  of  numbers  of  patients  accounted  for. 
One  route  to  establishing  credibility,  of  course, 
would  have  been  to  point  out  that  all  data  used 
by  the  MM  IS  was  submitted  by  the  hospitals 
and  the  physicians  themselves,  and  show  that 
our  data  carry-through  was  immaculate. 

We  felt  that  this  approach  was  capable  of 
producing  a  vast  yawn  on  the  part  of  the 
PSROs.  The  other  route  was  to  show  that  our 
figures  tallied  with  those  provided  by  other 
sources  commanding  respect  from  the  physi- 
cian community. 

One  such  source  is  the  annual  Professional 
Activity  Study  (PAS)  compilation  on  Length  of 
Stay  in  PAS  Hospitals,  by  Diagnosis.  We  found 
that  when  we  computed  the  ALOS  per  diagno- 
sis as  "total  days/total  recipients"  without  any 
of  the  PAS'  weighting  procedures,  our  ALOS 
per  diagnosis  fell  within  +  2  days  of  the  PAS 
averages  for  86  percent  of  all  diagnoses. 
Considering  that  the  PAS  figures  are  for  the 
population  as  a  whole,  rather  than  for  Medicaid 
patients,  and  that  the  PAS  data  are  reported  by 
geographic  region  rather  than  by  State,  this 
seemed  a  very  good  match  and  it  proved  good 
enough  to  convince  representatives  of  the 
PSROs  that  our  data  did  reflect,  in  aggregate, 
the  reality  that  they  dealt  with  on  a  patient-by- 
patient,  day-to-day  basis.  The  next  step  was  to 
design  a  monitoring  plan  for  the  210  PSRO 
hospitals  around  the  data  base  that  we  had 
developed. 


Monitoring  by  PSRO  Areas:  Analysis  by 
Diagnosis 

Ohio  has  found  that  a  plan  based  on  the  anal- 
ysis of  the  changes  in  ALOS,  by  PSRO  area 


and  for  the  State  as  a  whole,  can  be  an  effec- 
tive monitoring  tool  that  is  both  low-cost  and 
meets  the  criteria  for  PSRO  monitoring  estab- 
lished by  HEW.  Undesirable  changes  in  ALOS 
can  be  used  to  trigger  special  studies  of  medi- 
cal necessity  judgment  and  quality  of  care,  on 
an  as-needed  basis.  Such  changes  displayed 
visually  by  plotting  monthly  figures  on  a  graph 
can  show  the  direction  in  which  events  are 
moving  under  PSRO  influence.  (See  Figure  1). 
The  fact  that  a  trend  exists,  of  course,  does  not 
explain  why  it  exists.  The  causes  of  the  change 
must  ultimately  be  discovered  by  investigation, 
and  the  application  of  professional  and  admin- 
istrative judgment  is  always  required.  The  data 
systems  in  place,  such  as  the  MMIS  and  the 
PSRO  Management  Information  System  (PMIS) 
do,  however,  make  informed  judgment  a  possi- 
bility. 

Any  MMIS  State,  and  some  States  that  have 
relatively  sophisticated  non-MMIS  systems, 
can  implement  the  Ohio  plan  for  PSRO  moni- 
toring. The  basic  document  that  comes  from 
the  MMIS  is  the  Treatment  Analysis  Report  for 
the  Class  Group,  "all  hospitals  in  a  given 
area."  This  MMIS  can  divide  the  universe  of 
hospitals  in  any  way  that  the  user  requests.  All 
that  need  be  produced  are  the  data  for  the 
ALOS  for  the  top  thirty  diagnoses,  and  the 
overall  ALOS  for  the  PSRO  area.  As  noted 
above,  the  effectiveness  of  the  top  N  diagnos- 
es/total patients"  is  kept  as  high  as  possible. 

In  what  follows,  it  must  be  kept  in  mind  that 
two  processes  are  occurring  simultaneously. 
We  realized  that  mere  complaints  about  in- 
creases in  the  ALOS  in  a  PSRO  area,  without 
specific  information  as  to  the  causes  of  the  in- 
crease, would  be  useless.  We  had  to  have  some 
way  of  pinpointing  the  claims  that  were  at  the 
root  of  the  increase.  At  the  same  time,  we  did 
not  want  to  base  the  analysis  of  the  PSROs' 
performances  on  the  trends  in  ALOS  for  indivi- 
dual diagnoses.  For  one  thing,  we  found  that  if 
we  had  less  than  about  2(X)  patients  with  one 
diagnosis,  random  variations  became  signifi- 
cant; our  results  did  not  really  reflect  a  long- 
range  process.  For  another,  it  was  really  the 
overall  PSRO  performance  that  interested  us. 
If  we  detected  a  large  increase  in  stays  for  one 
diagnosis  that  was  counterbalanced  by  a  drop 
in  others,  so  that  the  ALOS  did  not  increase, 
this  could   be  dealt  with   by  the  hospital   and 


physician  profiles  produced  by  the  MMIS'  Sur- 
veillance and  Utilization  Review  Subsystem  (SI 
UR).  (See  Table  A  for  some  of  the  changes  in 
the  diagnosis  pattern  seen  so  far.) 

We  also  needed  an  overall  criterion  for  PSRO 
performance.  Ohio  decided  that  a  definite  per- 
centage increase  in  the  ALOS  for  a  PSRO  area 
would  be  the  trigger  for  taking  the  matter  to 
the  PSRO  itself.  A  diagnosis-by-diagnosis  in- 
crease could  be  dealt  with  by  the  claims  ex- 
cepting system  that  we  built  in.  Unless  there 
are  gross  increases  in  the  ALOS  for  individual 
diagnoses  in  a  particular  hospital,  we  do  not 
contact  the  hospitals.  The  monitoring  is  thus 
conducted  by  two  processes:  one  that  occurs  at 
the  level  of  the  individual  claim,  and  one  that 
occurs  at  the  level  of  the  PSRO  area.  There  are 
specific  procedures  for  each,  detailed  below. 

To  begin  the  Ohio  effort,  we  chose  the  per- 
iod ending  December  31,  1976  (the  end  of  the 
second  quarter  of  the  Ohio  fiscal  year)  as  the 
base  period.  We  generated  the  necessary  re- 
ports for  the  top  30  diagnoses  selected  for  anal- 
Figure  1 

TREND  IN  LENGTH  OF  STAY, 
TOP  THIRTY  DIAGNOSES 
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ysis;  the  figures  on  our  reports  for  this  quarter 
served  as  the  baseline  data  per  diagnosis.  We 
calculated  averages  for  each  diagnosis  and  then 
averaged  these  to  obtain  the  overall  ALOS  for 
the  State.  For  each  diagnosis  in  the  top  30,  we 
now  had  information  such  as  "ICDA  Code 
650.0— Normal  Delivery— ALOS:  4.16  days." 
These  diagnosis-linked  figures  are  used 
throughout  the  plan  with  one  exception:  when 
we  use  the  figures  to  trigger  exceptions  on 
claims  because  they  have  exceeded  ALOS  cri- 
teria, the  average  is  raised  to  the  next  whole 
day — i.e.,  4.16  becomes  5,  etc.  This  was  done 
both  because  hospitals  do  not  charge  for  frac- 
tional parts  of  a  day,  and  because  we  needed  a 
"buflfer"  to  prevent  slightly  abnormal  claims 
from  excepting.  Individual  claims  which  exceed 
the  ALOS  are  selected  for  review  because  the 
excess  is  presumably  the  result  of  a  PSRO 
medical  necessity  determination.  Again,  em- 
ploying the  "management  by  exceptions"  phi- 
losophy pervasive  throughout  computerized 
surveillance  operations,  we  wanted  to  look  only 
at  the  claims  in  which  the  determination  could 
result  in  an  increase  in  ALOS  for  a  PSRO  area. 

We  also  wanted  to  look  at  upward  trends  in 
overall  ALOS,  and  here  we  set  the  exception 
limit  at  an  arbitrary  figure  of  2  percent.  This 
figure  appeared  reasonable  as  we  already  knew 
that  the  universe  of  data  from  which  ALOS 
figures  were  calculated  was  large  enough  that 
smaller  changes  would  "damp  out";  a  2  percent 
change  in  the  ALOS  per  PSRO  area  then,  was 
something  that  actually  warranted  looking  into. 

We  took  this  route  because  we  were  very 
much  aware  that  there  could  be  a  number  of 
reasons  for  variation  in  the  lengths  of  indivi- 
dual stays,  and  that  S/UR  was  catching  the 
individual  patients  and  practitioners  who  were 
wildly  exceptional. 

As  the  plan  was  finally  submitted  to  HEW,  it 
operates  in  the  following  fashion:  all  claims 
which  exceed  the  ALOS  for  a  diagnosis  by 
more  than  the  amount  needed  to  raise  the  aver- 
age to  the  next  integer  are  flagged  for  review. 
These  claims  are  "caught"  during  the  normal 
payment  process  in  which  the  ALOS  has  been 
inserted  as  a  non-fatal  edit.  They  are  paid,  for 
we  do  not  know  that  there  is  anything  wrong 
with  th^  claim  itself  on  a  prima  facie  basis.  (It 
could  simply  be  an  instance  in  which  the  pa- 
tient was  sicker  than  usual.)  The  claims  which 
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fail  this  edit,  however,  are  noted  and  later  are 
retrieved  for  human  review. 

The  team  that  reviews  these  claims  is  the 
same  team  that  reviews  S/UR  exceptions. 
First,  the  claims  are  screened  by  nurses  with 
extensive  clinical  experience  and  are  forwarded 
to  a  physician  adviser  only  if  the  nurses  cannot 
find  an  explanation  for  the  excessive  stay  in  the 
data.  The  physician  adviser  makes  the  State's 
tentative  determination  as  to  whether  the  ex- 
cess ALOS  is  medically  justified  based  on  the 
diagnosis  and  treatment  history  that  can  be  re- 
trieved (in  the  form  of  a  Claims  Detail  Report) 
from  the  MMIS.  Should  the  adviser  find  no 
apparent  medical  justification,  the  PSRO  is  no- 
tified that  a  review  of  the  patient's  hospital 
record  will  take  place,  and  is  asked  to  make  the 
necessary  arrangements. 

"Making  the  necessary  arrangements"  con- 
sists of  obtaining  the  hospital  chart  and  other 
information  available  in  support  of  the  claim. 
(The  exact  manner  of  access  to  the  records  is 
left  up  to  the  PSRO).  The  charts  are  reviewed 
by  the  S/UR  medical  team  or  physicians  desig- 
nated by  the  State,  to  determine  whether,  on 
the  basis  of  the  complete  record,  the  excessive 
ALOS  is  medically  justified.  If  further  informa- 
tion is  needed,  it  is  obtained  from  the  PSRO 
(or  from  the  hospital  Utilization  Review  (UR) 
Committee,  if  the  hospital  is  a  delegated  hospi- 
tal.) 

Should  the  ALOS  be  found  inappropriate  in 
the  eyes  of  the  S/UR  team,  the  PSRO  is  noti- 
fied and  is  asked  to  respond  within  two  weeks. 
If  an  explanation  is  not  received  within  that 
time,  the  State  deems  the  excess  stay  unjusti- 
fied. Should  the  PSRO  not  agree  with  the 
State's  judgment,  an  attempt  is  made  to  arrive 
at  an  agreement,  but  in  the  event  that  an  agree- 
ment cannot  be  reached,  the  State  attempts  no 
recoupment  of  funds.  The  PSRO  statute  dic- 
tates that  the  judgment  of  the  PSRO  must  be 
followed  for  purposes  of  payment.  The  claim  is 
noted  by  the  State,  however,  as  unjustified.  Of 
course,  funds  are  recovered  in  the  event  that 
the  State  and  the  PSRO  agree  that  the  stay  in 
excess  of  the  ALOS,  or  some  other  agreed 
upon  figure,  is  unjustified. 

There  are  two  ways  in  which  the  results  of 
the  claims-based  portion  of  the  monitoring  pro- 
cess are  communicated  to  the  PSROs.  If  the 
volume  of  claims  from  a  particular  hospital  fail- 


ing the  ALOS  edit  exceeds  10  percent  of  all 
claims  from  that  hospital,  or  when  the  claims 
found  unjustified  exceed  10  percent  of  all  re- 
trieved claims,  the  PSRO  is  advised.  In  either 
case,  the  PSRO  and  representatives  of  the 
State  S/UR  unit  meet  to  work  out  a  corrective 
action  plan. 


Monitoring  by  PSRO  Area:  PSRO 
Performance 

Monitoring  of  the  PSROs  themselves,  as 
opposed  to  monitoring  of  the  hospitals  under 
their  control,  is  based  not  on  a  diagnosis-spe- 
cific ALOS  but  on  the  Statewide  ALOS,  of  the 
top  thirty  diagnoses.  We  feel  that  this  is  justi- 
fied as  neither  the  State  nor  the  PSROs  have 
the  systems  capacity  and  statistical  expertise 
needed  to  make  adjustments  for  every  hospital- 
to-hospital  variation  that  might  exist.  Since  the 
calculation  of  our  performance  index  for 
PSROs  is  based  on  claims  that  have  exceeded 
the  baseline  ALOS  by  more  than  2  percent,  we 
feel  that  there  is  enough  "bufi'er"  to  take  geo- 
graphic and  other  differences  into  account. 

A  quarterly  summary  of  all  claims  reviewed 
for  being  in  excess  of  the  ALOS  on  individual 
diagnoses  is  prepared  for  each  PSRO  area.  The 
performance  index  for  each  hospital  in  the  area 
(and  for  the  PSRO  as  a  whole)  is  calculated  by 
dividing  the  total  number  of  days  the  PSRO 
authorized  (on  the  claims  which  were  flagged) 
by  the  number  of  days  that  the  State  would 
have  authorized,  if  it  had  the  authority  to  make 
the  final  payment  determination.  Thus,  for  a 
hospital  in  which  the  PSRO  and  the  State  are  in 
complete  agreement,  the  index  would  be  1.0; 
for  a  hospital  in  which  the  PSRO  is  authorizing 
fewer  days  than  the  State  would  have  author- 
ized, the  index  is  less  than  one;  and  for  a  hos- 
pital in  which  the  PSRO  has  authorized  more 
days  than  the  State  would  have  authorized,  the 
index  is  greater  than  one.  The  index  for  the 
PSRO  as  a  whole  is  calculated  in  the  same 
way.  A  look  at  Figures  2  &  3  shows  some  of  the 
results.  Please  note  that  the  figures  are  real,  but 
that  the  names  of  the  hospitals  are  fictitious. 

As  can  be  seen  in  Figure  3,  Henry  Jekyll 
Memorial,  with  an  index  of  0.50,  has  been  au- 
thorizing only  one-half  the  number  of  days  that 


Figure  2 


PSRO  PERFORMANCE  INDICES 

RELATIVE  PERFORMANCE  LEVELS:   LENGTHS  OF 
STAY 
PERIOD  OF  REPORT:  ENDING  4TH  QTR  77 

PSRO 

PERFORMANCE 
INDEX 

TREND 

100 
010 

1010 
001 

1100 

.9387 
.9780 
.9990 
.9992 
1.0869 

Reduced  lengths  of  stay 
Reduced  lengths  of  stay 
Reduced  lengths  of  stay 
Reduced  lengths  of  stay 
Increased  lengths  of  stay 

Figure  3 


HOSPITAL  PERFORMANCE  INDICES  BY  PSRO  AREA 

PSRO  #  001,  OHIO  CITY:  (PERFORMANCE  INDEX: 

.9992) 

PERIOD  OF  REPORT:  ENDING  4TH  QTR  77 


HOSPITAL  NAME 

PERFORM- 
ANCE 
INDEX 

TREND 

Jekyll  Memorial 

*     .50 

Lower  lengths  of  stay 

Children's 

.56 

Lower  lengths  of  stay 

Adolescent's** 

.68 

Lower  lengths  of  stay 

Doctor's 

.70 

Lower  lengths  of  stay 

Mediocre  Samaritan 

.75 

Lower  lengths  of  stay 

Protestant 

.83 

Lower  lengths  of  stay 

Catholic 

.87 

Lower  lengths  of  stay 

Jewish 

.89 

Lower  lengths  of  stay 

County 

.94 

Lower  lengths  of  stay 

Rural 

.95 

Lower  lengths  of  stay 

Urban 

.98 

Lower  lengths  of  stay 

Uptown 

.99 

Lower  lengths  of  stay 

Washington 

1.00 

Equal  to  State's  Norm 

Lincoln 

1.05 

Longer  lengths  of  stay 

Jefferson 

1.06 

Longer  lengths  of  stay 

Adams 

1.10 

Longer  lengths  of  stay 

Payne 

1.12 

Longer  lengths  of  stay 

Whitney 

1.31 

Longer  lengths  of  stay 

Franklin 

1.35 

Longer  lengths  of  stay 

Deaconess 

1.41 

Longer  lengths  of  stay 

City 

1.43 

Longer  lengths  of  stay 

Hyde  Proprietary 

1.47 

Longest  lengths  of  stay 

Notes:  *  Computation  based  on  thirty  most  active  diag- 
noses related  to  number  of  discharges.  The  ag- 
gregate average  of  hospital  certified  lengths  of 
stay  was  divided  by  aggregate  average  of  State 
allowable  days  identified  as  baseline. 

**  NON-DELEGATED 


the  State  would  have  authorized,  while  Edward 
Hyde  Proprietary  has  been  authorizing  1.47 
times  as  many  days,  or  almost  three  for  every 
two  that  the  State  would  have  authorized. 

Tolerance  levels  for  the  ALOS  were  deter- 
mined on  the  assumption  that  there  would  typi- 
cally be  an  increase  in  aggregate  days  of  stay 
while  the  PSROs  were  conditional,  and  that  the 
PSRO  area's  ALOS  would  stabilize  as  soon  as 
the  PSRO  had  enough  experience  to  be  desig- 
nated operational  for  hospital  UR.  Maximum 
acceptability  levels,  then,  are  based  on  the  fig- 
ures for  the  beginning  of  the  PSRO's  operation- 
al status,  and  ignore  any  upward  trend  which 
may  have  occurred  prior  to  that. 

It  should  be  remembered  that  we  established 
a  baseline  figure  for  the  ALOS  for  the  State  as 
a  whole.  The  current  ALOS  is  calculated 
monthly  and  if  the  increase,  if  any,  in  a  PSRO 
area  is  under  2  percent  of  the  baseline,  no  ac- 
tion is  taken.  If  the  ALOS  is  in  excess  of  the 
baseline,  by  2  percent  or  more,  the  PSRO  is 
notified  of  the  specific  hospitals  and  diagnoses 
which  caused  the  increase.  If  the  2  percent  in- 
crease is  exceeded  for  three  consecutive 
months,  the  PSRO  and  the  State  S/UR  unit 
conduct  an  analysis  of  the  retrieved  claims  in 
which  the  PSRO  authorized  more  days  than  the 
S/UR  team  allowed.  The  joint  analytical  review 
attempts  to  pinpoint  the  hospitals,  attending 
physicians,  and  diagnoses  which  are  responsi- 
ble for  the  increase. 

On  the  State  level,  if  the  increase  in  the 
Statewide  ALOS  for  all  PSRO  areas  exceeds  2 
percent  for  three  consecutive  months,  the  S/ 
UR  unit  asks  the  Statewide  PSRO  Council  to 
do  one  or  a  combination  of  the  following: 

.  .  .Re-examine  the  concurrent  review  cri- 
teria in  areas  where  specific  diagnoses  appear 
to  cause  a  significant  part  of  the  increase; 

.  .  .Re-examine  the  utilization  review  prac- 
tices of  any  hospital(s)  in  which  a  significant 
part  of  the  deviations  occur,  including  consid- 
eration of  withdrawal  of  delegation  of  either 
full  or  partial  review  from  the  hospitals  in- 
volved; and 

.  .  .Consider  proposing  to  the  PSROs' 
Board  of  Directors  alternatives  to  the  normal 
systems  of  continued  stay  review,  in  cases 
where  it  appears  that  such  action  is  necessary 
and  appropriate. 


Should  any  PSRO  exceed  the  2  percent  al- 
lowable limit  of  increase  for  six  consecutive 
months,  or  for  one  year,  S/UR  will  conduct  an 
in-depth  investigation  of  the  circumstances  and, 
should  it  find  sufficient  grounds,  initiate  action 
in  accordance  with  AT  76-140  (September  3, 
1976),  page  5,  "Problem  Referral;"  Ohio  will 
refer  the  matter  to  the  Acting  Regional  Medi- 
caid Director,  who  will  direct  the  attention  of 
the  Bureau  of  Health  Standards  and  Quality, 
Health  Care  Financing  Administration,  to  the 
PSRO. 

In  any  case  in  which  the  PSRO  exceeds  a  5 
percent  increase  in  the  number  of  days  author- 
ized under  AT  76-140,  page  6,  "Complaint  Sys- 
tem." Step  3,  which  involves  requests  for 
corrective  action  routed  to  the  PSRO  and  si- 
multaneous notification  of  the  Acting  Regional 
Medicaid  Director.  This  action  will  be  taken 
only  in  the  event  that  the  State  believes  that 
the  PSRO  has  not  proven  to  the  State's  satis- 
faction that  it  has  undertaken  corrective  action 
to  deal  with  the  problems  the  State  has  pre- 
viously identified  and  communicated  to  the 
PSRO.  Similar  action  may  be  taken  when  there 
is  evidence  that  longstanding  unresolved  prob- 
lems between  the  State  and  the  PSRO  are  ad- 
versely affecting  medical  care  quality  and/or 
State  finances.  It  should  be  noted  that  these 
steps  may  only  be  undertaken  for  conditional 
PSROs.  The  apparent  assumption  of  AT  76-140 
is  that  once  a  PSRO  has  reached  operational 
status,  the  remedies  in  the  Social  Security  Act, 
Title  XI-B,  Section  1152(d)(2)  are  adequate. 
(This  section  gives  the  the  Secretary  of  HEW 
power  to  terminate  an  agreement  with  a  PSRO 
which  is  failing  to  perform  adequately.) 

This  is  the  essence  of  the  Ohio  Plan.  It 
makes  the  best  of  a  situation  in  which  the  State 
has  lost  control  over  certain  decisions  that  have 
massive  fiscal  impact  on  its  Medicaid  budget. 
At  the  same  time,  the  Ohio  plan  is  relatively 
simple,  objective,  produces  results  consistent 
with  national  data  respected  by  the  medical 
profession,  and  is  not  terribly  costly.  (See  Fig- 
ure 4  which  details  the  total  cost  $32,000,  in  the 
start-up  year). 

Relations  with  the  PSROs:  Results 

At  the  start,  the  very  simplicity  of  Ohio's  con- 
cept   evoked    some    apprehensions    from    the 


Figure  4 


COST  ESTIMATE 

Since  data  utilized  for  monitoring  is  selected  from  histo- 
ry generated  for  other  management  reports,  the  costs  for 
this  computer  process  is  not  charged  to  the  costs  of  the 
plan.  History  update  is  a  normal  function  essential  to  man- 
agement reporting.  The  selection  of  monitoring  data  from 
this  history  and  writing  of  the  selected  data  into  the  moni- 
toring plan  format  are  considered  in  the  cost  computation. 
The  costs  of  development  by  programmers  of  the  three 
programs  are  a  one-time  cost. 

Costs  may  vary  based  on  volume  of  history  from  which 
data  is  selected  as  would  program  development  cost,  if  the 
need  for  changes  became  evident.  Therefore,  cost  figures 
are  estimates  based  on  10  to  18  million  history  records. 

Costs  to  write  3  programs  (one  time)      $1,000.00  Estimate 


Costs  to  select  data  (ii'  $1500/hour 

(yearly) 
Costs  to  write  data  @  $1500/hour 

(yearly) 
Wages  for  2  analysts  (yearly) 

First  year  basic  costs 


3,000.00  Estimate 

3,000.00  Estimate 
25,000.00  Estimate 


$32,000.00 


PSROs  and  hospitals.  As  with  the  MMIS'  S/ 
UR  Subsystem,  they  felt  that  they  were  going 
to  be  held  captive  to  some  statistical  juggling 
acts  that  they  did  not  quite  understand.  Even 
so,  they  were  torn  between  wanting  some  kind 
of  genuine  partnership  with  the  State  in  medi- 
cal necessity  determinations  (or  at  least,  an  end 
to  the  perceived  adversary  relationship)  and  a 
feeling  that  any  State  plan,  no  matter  how 
modest,  would  mean  intolerable  disruption  in 
normal  hospital  procedures,  clinical  practices, 
doctor-patient  relationships,  etc. 

Curiously,  the  criticism  most  frequently 
voiced  concerned  the  composition  of  the  S/UR 
review  team.  The  possibility  that  an  RN  might 
be  placed  in  the  role  of  challenging  a  physi- 
cian's decision  was  quite  disturbing.  A  later  re- 
draft of  the  original  monitoring  plan  pointedly 
down-graded  the  RN  to  the  role  of  "monitoring 
data  accuracy,"  i.e.,  checking  for  diagnosis/ 
procedure/ALOS  consistency,  etc.,  and  added 
a  physician  to  the  review  team. 

As  was  noted  earlier,  review  of  medical  ne- 
cessity by  the  State  must  be  carried  on  by  pro- 
fessionals peer  to  those  in  the  PSROs.  We  have 
found  that  once  this  is  understood  by  the 
PSROs  and  fears  of  lay  control  over  medical 


judgment  are  allayed,  mutually  satisfactory 
resolutions  of  most  disputes  can  be  reached. 

The  State's  PSRO  monitoring  plan,  in  the 
second  revision,  was  submitted  to  HEW  in  the 
Summer  of  1977.  It  had  the  benefit  of  micro- 
scopic dissection  by  the  Statewide  Association 
of  PSROs.  As  Ohio  moved  towards  a  final  plan 
that  would  be  acceptable  to  all  parties  and  would 
be  recognized  as  producting  valid  performance 
indicators,  each  successive  revision  received 
the  benefit  of  counter-proposals  from  the  var- 
ious associations  of  providers.  All  involved  are 
anxiously  awaiting  the  HEW  decision  on  the 
plan. 

In  terms  of  results  of  Ohio's  plan  thus  far, 
the  following  seem  to  be  noteworthy  figures: 
the  overall  performance  index  for  hospitals. 
Statewide,  is  0.9745 — which  means  that  the 
PSROs  are  authorizing  2.55  percent  less  days 
of  stay,  on  claims  which  were  questioned,  than 
the  State  would  have  authorized.  This  was  a 
rather  unexpected  result,  and  happily  received; 
on  the  other  hand,  two  out  of  the  twelve  PSRO 
areas  have  shown  increases  over  the  baseline 
ALOS  greater  than  2  percent — one  had  5  per- 
cent; one  had  8  percent.  (See  Figure  5  for  re- 
sults for  the  State  as  a  whole.)  The  State  is 
now  attempting  to  reach  agreements  on  correc- 
tive action  plans  with  these  PSROs.  Both  re- 
sults— the  overall  performance  index  indication 
that  some  control  is  being  exercised  and  the 
fact  that  83  percent  of  the  PSROs  are  able  to 
stay  within  2  percent  of  the  baseline  ALOS — 
are  gratifying.  Though  the  plan  as  finally  sub- 
mitted to  HEW  (and  described  herein)  may 
resemble  the  proverbial  horse  which  a  commit- 
tee turned  into  a  giraflfe,  a  view  from  a  height 
of  18  feet  does  allow  us  to  survey  a  good  deal 
of  what  is  going  on. 

(NOTE:  A  small  sum  of  money  is  available  to 
assist  States  with  the  development  of  PSRO 
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AGGREGATE  LENGTH  OF  STAY  AVERAGES  BY 
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TRENDS  IN  LENGTH  OF  STAY  STATEWIDE 
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6.01 
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4TH  QTR  77 

6.29 

INCREASE  IN  LOS 

TOP  THIRTY  DIAGNOSES 

2ND  QTR  77 

4.69 

BASELINE 

3RD  QTR  77 

4.58 

DECREASE  IN  LOS 

4TH  QTR  77 

4.55 
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monitoring  plans.  Some  speed  in  contacting  the 
contractor  is  essential  as  the  contract  expires 
mid-March,  1978.  Those  States  interested  in 
receiving  technical  assistance  under  this  con- 
tract, which  is  with  Kappa  Systems,  Arlington, 
Va.,  may  contact  Jack  Grady,  State  Contract 
Staff,  Medicaid  Bureau,  330  C  Street,  SW, 
Washington,  D.C.  20201,  for  further  informa- 
tion. 


Sam  Routch  has  been  with  the  Ohio  Department  of  Public 
Welfare  since  December  20,  1976.  Although  new  to  State 
employment,  he  had  thirty  years  experience  with  the  Feder- 
al government  in  computer  operations,  investigation,  inspec- 
tion, and  business  management.  A  program  analyst,  he  has 
worked  with  other  State  departmental  agencies,  PSRO  activ- 
ities. State  and  local  hospital  associations  and  related  health 
care  agencies  to  develop  techniques  for  implementation  of 
Federal  and  State  mandated  hospital  performance  criteria 
under  Medicaid.  He  is  one  of  two  analysts  who  devote  full 
time  to  monitoring  Ohio 's  hospital  activities. 


MISSOURI'S  LOCK-IN: 

CONTROL  OF  RECIPIENT  MISUTILIZATION 

by  THOMAS  E.  SINGLETON 


Based  on  the  experience  to  date  of  the  Medi- 
caid program,  misutilization  and  overutilization 
of  services  have  generally  been  found  to  be 
provider-generated.  Given  the  fact  that  Medi- 
caid recipients,  as  any  patients,  generally  exer- 
cise little  direct  control  over  the  services  that 
they  receive,  this  is  an  unsurprising  finding. 
However,  recipient-generated  misutilization  is  a 
possibility. 

Some  Medicaid  recipients  "shop"  for  a  doc- 
tor or  facility  that  will  give  them  what  they 
want;  and  they  also  provider-shop  for  a  number 
of  other  reasons.  They  may  be  filling  social 
needs  (e.g.,  loneliness)  that  are  unmet  else- 
where, by  going  from  doctor  to  doctor;  they 
may  be  seeking  treatment  which  they  perceive 
to  be  effective;  they  may  have  encountered 
hostility  or  indifference  from  providers.  Some 
may  feel,  as  many  persons  do,  that  there  is  a 
medical  cure  for  every  discomfort  of  mind  or 
body  and  seek  the  elusive  magic  nostrum  for 
their  symptoms.  Some  recipients  are  addicted 
to  the  idea  of  drugs  and  are  not  content  unless 
over-medicated.  As  with  any  patient,  physi- 
cians tend  to  respond  to  the  implicit  demand  of 
Medicaid  patients  for  drugs  or  some  other  form 
of  treatment. 

Such  natural  and  undoubtedly  well-inten- 
tioned responses  from  physicians  to  Medicaid 
patients  are  troubling  for  several  reasons:  the 
primary  one  is  that  such  treatment  does  the 
recipient  no  good  and  may  lead  to  actual  harm. 
As  the  number  and  power  of  drugs  in  the  phar- 
macopeia increase,  the  possibility  of  adverse 
reactions  and  interactions  also  increases,  along 
with  the  possibility  of  disadvantageous  effects 
due  to  some  condition  of  the  recipient. 

The  second,  pragmatic  reason  is  financial. 
With  Medicaid  program  costs  increasing,  or 
tending  to  level  off'  at  unacceptably  high 
amounts,  program  integrity — providing  quality 
care  in  an  aff'ordable  manner — gains  urgency. 


Although  the  cost  of  recipient  misutilization  is 
small  compared  to  that  of  providers,  recipient 
misutilization  can  be  easily  controlled,  and 
should  be  controlled.  A  final  common-sense 
reason  for  controlling  this  type  of  misutilization 
is  that  there  is  no  point  or  benefit  to  anyone  in 
paying  for  care  that  is  ineffective  or  inappro- 
priate. 


The  Solution:  Lock-in 

Missouri  has  tried  to  come  to  grips  with  mis- 
utilization through  its  recipient  lock-in  system 
which  began  operation  in  late  1970.  Although 
simple  in  concept,  it  has  raised  some  interest- 
ing legal  points,  demanded  a  good  deal  of  sen- 
sitivity to  the  rights  and  feelings  of  recipients 
on  the  part  of  the  State  staff,  and  required  a 
rather  sophisticated  computer  support  opera- 
tion to  be  effective  in  a  program  in  which  some 
21,000  claims  are  filed  and  processed  daily. 

The  legal  points  raised  concern  the  recipi- 
ent's freedom  to  choose  a  provider  of  medical 
care  under  Title  XIX  of  the  Social  Security 
Act,  at  1902(a)  (23).  At  first  glance,  the  lock-in 
of  a  recipient  to  a  specific  provider  would  ap- 
pear to  violate  this  section,  which  requires  that 
"...  any  individual  eligible  for  medical  assist- 
ance (including  drugs)  may  obtain  such  assist- 
ance from  any  institution  ...  or  person  .  .  . 
who  undertakes  to  provide  him  such  service 
.  .  ."  However,  the  Federal  interpretation 
under  which  such  lock-in  programs  are  permit- 
ted is  that  a  recipient  may  be  "locked  in"  to  a 
provider  as  long  as  the  recipient  may  choose 
the  provider  to  be  locked-in  to.  Even  though 
this  choice  is  made  at  the  request  of  the  Mis- 
souri State  Agency,  the  designation  of  the 
provider(s)  is  left  to  the  recipient. 

One  of  the  explicit  purposes  of  the  Medicaid 
program  is  the  provision  of  "mainstream  medi- 
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cine"  to  the  poor;  a  lock-in  provision  in  no 
way  negates  that  commitment.  Most  persons 
who  seek  privately  funded  medical  care  choose 
their  own  primary  practitioner  to  take  care  of 
their  health  needs.  The  conditions  imposed  on 
a  recipient  by  lock-in  differ  from  this  in  no 
way.  Missouri  procedures  allow  a  recipient  to 
change  providers  upon  request.  Particularly  in 
the  current  judicial  climate,  where  courts  have 
been  more  willing  to  leave  program  administra- 
tion to  agencies  charged  with  it,  and  to  concen- 
trate instead  on  results  as  indicative  of  the  fair- 
ness and  legality  of  procedures  used,  this  type 
of  program  should  encounter  no  major  legal 
obstacles.  One  important  factor  must  be  kept  in 
mind — every  care  must  be  taken  that  no  recipi- 
ent is  coerced  in  making  his  or  her  choice  of 
provider. 

A  final  thought  is  that  public  agencies  have 
dual  responsibilities  which  must  always  be 
carefully  balanced.  They  must  respect  the 
rights  of  beneficiaries  of  programs  that  they 
administer  and,  in  addition,  they  have  a  posi- 
tive obligation  not  to  cause,  directly  or  indirect- 
ly, actual  harm.  The  recipient  lock-in  program, 
as  practiced  in  Missouri,  represents  such  a  bal- 
ance. Lock-in  is  undertaken  only  when  there  is 
a  clear  indication  that  the  care  the  recipient  is 
receiving,  due  to  his  own  actions,  whether  or 
not  in  concert  with  a  provider,  is  not  quality 
care.  Provider  lock-in,  perhaps  more  than  most 
alternative  solutions,  balances  these  public 
agency  obligations  while  adhering  to  both  the 
letter  and  the  spirit  of  Title  XIX. 


Computer  Support 

Once  a  State  Medicaid  program  exceeds  a 
certain  size.  Surveillance  and  Utilization  Review 
(S/UR)  activitives  for  individual  recipients  and 
providers  have  to  be  carried  on  with  some  sort 
of  computer  support.  The  task  of  manually 
examining  records  for  discrepancies  is  too  large 
to  handle  if  effective,  encompassing  review  is 
the  goal. 

Missouri  currently  uses  a  computer  system 
(other  than  the  Medicaid  Management  Informa- 
tion System  (MMIS)),  which  is  unique  to  the 
State.  Missouri  is  planning  the  implementation 
of  the  MMIS  in  the  near  future;  we  believe  that 
the  MMIS  can  do  all  that  the  current  system 


does,  and  more,  in  a  cost-effective  manner.  In 
particular,  an  MMIS  will  make  available  a  sta- 
tistical analysis  of  recipient  utilization  patterns 
of  up  to  200  variables.  The  current  system  is 
limited  to  three — the  number  of  visits  made  by 
a  recipients  during  a  quarter,  the  number  of 
providers  seen,  and  the  number  of  "border- 
line" (controlled  or  otherwise  dangerous)  drugs 
prescribed  in  a  quarter. 

These  indicators  were  chosen  as  most  likely 
to  be  demonstrative  of  problems  with  recipient 
utilization,  and  could  also  easily  be  extracted 
from  the  data  base.  The  parameters  used  were 
developed  by  Medicaid  staff  after  careful  con- 
sideration of  variables  which  would  clearly  in- 
dicate probable  misutilization.  A  recipient's 
being  out  of  bounds  on  one  or  more  of  the 
measures  used  may  not  definitely  mean  that 
misutilization  is  occurring,  hence  the  phrase 
"probable  misutilization."  A  person  who  is  se- 
riously ill,  but  who  can  still  be  cared  for  on  an 
ambulatory  basis,  may  well  need  to  see  several 
specialists,  and  receive  a  large  number  of  pre- 
scriptions, on  a  continuing  basis.  Missouri  has 
structured  its  office  investigation  procedures  to 
take  this  into  account. 

"Trigger"  parameters  used  in  the  Missouri 
program  are:  '(1)  four  or  more  different  physi- 
cians visited  per  quarter,  and/or  75  or  more 
services  received,  from  physicians  and  other 
practitioners;  (2)  four  or  more  different  phar- 
macies used  and/or  75  or  more  prescriptions; 
and,  (3)  two  or  more  hospitals  used,  with  four 
or  more  distinct  periods  of  hospitalization  per 
quarter.  It  should  be  obvious  that  these  para- 
meters will  serve  to  isolate  only  those  recipi- 
ents whose  medical  care  experience  is  quite 
exceptional.  While  it  could  be  argued  that  set- 
ting the  limits  so  high  causes  us  to  miss  some 
"major  offenders",  we  have  tried  for  manage- 
ment purposes  to  tailor  the  limits  to  the  staff 
resources  available,  so  as  to  allow  us  to  conduct 
serious  inquiries  in  such  cases,  and  to  indicate 
those  situations  which  clearly  must  be  investi- 
gated, as  opposed  to  those  which  perhaps 
should  be. 

In  actual  operation,  the  computer  screens 
recipient  records  against  the  parameters  for  the 
six  months  prior  to  the  month  in  which  the  run 
is  made.  Those  recipients  exceeding  the  para- 
meters are  listed  on  a  computer  print-out  by 
name,  identification  number,  and  other  perti- 
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nent  information.  Beginning  with  the  putative 
"worst  offenders",  we  generate  medical  history 
profiles  on  an  "as  requested"  basis.  These 
profiles  cover  all  claims  that  have  been  paid  for 
the  recipient  in  the  past  six  months,  and  the 
computer  can  be  instructed  to  sort  the  informa- 
tion in  four  ways:  by  provider  number,  by  date 
of  service,  by  procedure  code,  and  by  drug 
code.  Drug  and  procedure  code  counts  are  also 
available.  Garbled  data  such  as  those  resulting 
from  typographical  errors  and  improperly  com- 
pleted claims  forms  are  kept  out  of  the  data 
base  by  a  system  of  pre-payment  edits.  Claims 
which  fail  those  edits  are  not  fed  to  the  recipi- 
ent analysis  program  at  all  until  the  errors  have 
been  corrected. 

The  system  as  currently  set  up  does  not  do 
any  analysis  of  the  data  other  than  sorting  by 
dates  of  service,  codes,  and  so  on,  referred  to 
above;  the  rest  is  up  to  human  beings.  We  feel 
that  MMIS'  S/UR  Sub-system  will  enhance  our 
efforts  by  making  available  statistical  analyses 
of  the  behavior  of  all  recipients  as  a  "base" 
against  which  the  "exceptional"  recipients  can 
be  judged. 

In  analyzing  the  medical  history  profiles 
printed  for  the  most  suspect  cases,  Missouri 
analysts  look  for  three  areas  of  possible  mis- 
use: physician  and  pharmacy  shopping,  exces- 
sive numbers  of  prescriptions  within  thirty,  six- 
ty, or  ninety  days,  and  number  of  different 
drugs  being  received  vs.  the  number  of  physi- 
cians prescribing  them.  The  analysts  are  sup- 
plied with  a  list  of  the  most  common  and  most 
dangerous  drug  interactions,  and  look  for  these 
as  well. 


Corrective  Action 

In  the  analysis  of  the  medical  histories  pro- 
duced by  the  computer,  the  State  Agency  is  able 
to  move  from  a  situation  in  which  some  prob- 
lem is  suspected  to  one  in  which  a  specific 
problem  can  be  acted  upon.  Such  situations 
may  be  obviously  unnecessary  hopping  from 
physician  to  physician,  interacting  drugs  pre- 
scribed by  different  providers  who  are  presuma- 
bly not  aware  that  the  recipient  is  receiving 
treatment  from  the  other,  and  so  on.  Corrective 
action  is  in  order;  but  a  number  of  different 


factors   must    be   considered    in   deciding  just 
what  corrective  action  is  needed. 

Before  contacting  the  recipient,  we  may  take 
any  or  all  of  the  following  steps: 

(1)  a  review  of  the  medical  history  by  our 
physician  or  pharmacy  consultant,  to 
determine  whether  the  utilization  pat- 
tern seen  is  justified  in  the  light  of  the 
diagnosis  or  diagnoses  shown  on  the 
profiles; 

(2)  a  review  of  the  entire  claims  history  of 
the  recipient,  which  the  computer  can 
also  generate,  to  see  if  the  pattern  is 
the  logical  outcome  of  a  long  course  of 
therapy; 

(3)  an  examination  of  the  provider's  histo- 
ry ;  and 

(4)  contact  with  the  recipient's  caseworker 
to  gather  other  information  that  may 
explain  the  pattern. 

If  justification  for  the  profile  pattern  cannot 
be  obtained  through  any  of  these  channels,  the 
Medical  Claims  Payment  Unit,  in  which  the 
surveillance  function  is  located,  takes  action. 
This  can  consist  of  contacting  the  recipient, 
one  or  more  of  the  providers  who  have  been 
giving  treatment,  or  a  combination  of  these. 

Recipient  contact  consists  of  writing  to  the 
Director  of  the  County  Family  Services  Oflice 
and  asking  that  a  caseworker  call  on  the  recipi- 
ent and  explain  that  services  have  been  over- 
utilized  and  that  this  may  be  dangerous  to  his 
or  her  health.  (See  Exhibit  I.)  The  caseworker 
explains  proper  utilization  of  the  Medicaid  pro- 
gram, and  asks  that  the  recipient  choose  one 
physician  and  one  pharmacy.  The  recipient 
then  (usually)  signs  the  "Authorization  for 
Medical  Services"  form  (Exhibit  2.)  The  recip- 
ient has  the  right  to  change  the  providers  se- 
lected at  any  time,  and  the  change  is  effective 
with  the  first  renewal  of  the  Medicaid  card  fol- 
lowing the  request. 

An  interesting  question  arises:  what  could  be 
done  if  the  recipient  absolutely  refuses  to  coop- 
erate? We  do  not  know,  because  we  have  nev- 
er encountered  this  problem  during  the  time 
that  the  lock-in  program  has  been  in  operation. 
Missouri  has  not  developed  a  definite  policy  to 
deal  with  this,  and  all  that  could  be  done  if  the 
problem  were  encountered  would  be  a  referral 
of  the  matter  to  the  Office  of  the  State  Attor- 
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Exhibit  1 


STATE  OF  MISSOURI 
DEPARTMENT  OF  SOCIAL  SERVICES 

DIVISION  OF  FAMILY  SERVICES 


JAMES  F.  4WALSH.  OIRECTOW 
OEPAHTMENT  OF  SOCIAlLSEITWtCES 


rMVLLIS  J.  RESEK.  OIWECTOH 
DIVISION  OF  FAMILY- SERVICES 


ADULT  SUn>LEMENTATION 
■AID  TO  OtrENDCNT  CHILOREN 
QCNCHAL  RELIEF 
AID  TO  THE  BLINO 
■  LINO  PENSION 
MEDICAID 
SOCIAL  SERVICES 
CHILD  WELFARE  SERVICES 
SERVICES  TO  THE  BLIND 
rOOD  STAMP  PROGRAM 
CHILDREN'S  RESIDENTIAL  AND 
OAV  CARE  LICENSING 

BROADWAY  STATE  OFFICE  BLOC. 

JEFFERSON  CITY.  MISSOURI 

•S101 


Re: 


Dear 


In  a  over-utilization  review  the  above-named  individual  was 
identified  as  utilizing  the  benefits  of  the  Missouri  Title  XIX 
Program  in  a  manner  which  may  be  detrimental  to  their  health  and 
welfare  and  also  detrimental  to  the  Medicaid  Program.   Therefore, 
we  would  like  to  request  that  a  caseworker  contact  this  recipient 
and  have  the  recipient  indicate  on  the  attached  forms,  one  physician 
and  one  pharmacy  that  will  render  service  for  their  medical  and 
medicatxon  needs.   The  physician  and  pharmacy  must  be  participating 
in  the  Missouri  Medicaid  Program  and  also  agree  to  render  service 
■to  the  above  patient  through  the  Missouri  Title  XIX  Program- 
One  copy  of  "the  attached  forms  should  be  returned  to  the  State  Office 
emd  the  remaining  form  should  be  inserted  in  the  recipient  file. 
Also,  we  would  recommend  the  recipient  file  be  so  marked  that  they 
are  under  control  limitation.  The  recipient  should  be  informed  that 
services  from  an  unauthorized  physician  or  pharmacy,  other  than  those 
of  an  emergency  or  referral  basis,  will  be  disallowed  and  payment  for 
such  sezrvices  must  be  assumed  by  the  recipient. 

Legitimate  changes  in  the  selection  of  authorized  providers  of 
medical  services  may  be  made  by  the  recipient  or  caseworker,  by 
writing  to  the  State  Office  indicating  the  requested  change  and  £m 
explanation  of  the  request. 

Thank  you  for  your  cooperation.   If  you  have  any  questions,  please 
feel  free  to  contact  this  office. 

Sincerely  yours. 


Gary  Bailey,  Assistant  Supervisor 
Medical  Claims  Payment  Unit 


GB: 


«cj  Mr.  Alvln  F.  Cole  -  Field  Supervisor 
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Exhibit  2 


STATE  OF  MISSOURI 
DEPARTMENT  OF  SOCIAL  SERVICES 

DIVISION  OF  FAMILY  SERVICES 


JAMES  F    WALSH.  DIRECTOW 
DEPARTMENT  OF  SOCIAL  SEirvtCES 


PHYLLIS  J.  nESER.  DiRFcran 

DIVISION  OF   FAMILY  S&JWICES 


ADULT  SUPPLEMENTATION 
AID  TO  DEPENDENT  CHILDREN 
GENERAL  RELIEF 
AID  TO  THE  BLIND 
BLIND  PENSION 
MEDICAID 
SOCIAL  SERVICES 
CHILD  WELFARE  SERVICES 
SERVICES  TO  THE  BLIND 
FOOD  STAMP  PROGRAM 
CHILDREN'S  RESIDENTIAL  AND 
DAY  CARE  LICENSING 

BROADWAY  STATE  OFFICE  BLOG. 

JEFFERSON  CITY.  MISSOURI 

6S101 


AUTHORIZATION  FOR  MEDICAL  SERVICES 


I,  the  undersigned,  do  hereby  authorize  the  following  providers 
cf  Medicaid  Services  to  receive  payment  of  Medicaid  compensation 
for  services  which  they  provide  to  me  and  my  family. 

MEDICAID  PHTSICIAN 


Name 


Vendor  No. 


Address 


City,  State 


PHARMACY 


Name 


Vendor  No . 


Address 


City,  State_ 


I  authorize  the  Division  of  Family  Services  to  prohibit  payment  to 
any  other  provider  of  service  which  may  be  utilized  by  me  or  my 
family.   Payment  of  services  provided  by  any  other  person  will  be 
assumed  by  me  or  my  family. 

The  above  vendors  may  be  changed  by  notifying  your  local  County 
Office  for  approval  and  the  Division  of  Family  Services  in  writing. 
The  change  will  be  effective  with  the  issuance  of  the  nejit  Medicaid 
Card  after  receipt  of  signed  authorization. 


Signed 

Address 

Date 


fitedicaid  I.D.  # 
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ney  General  for  an  opinion.  Some  informed 
speculation  on  the  matter,  however,  is  that 
prior  authorization  of  all  services  would  be  an 
alternative  in  this  case. 

Of  course,  the  lock-in  does  not  apply  when 
the  recipient  has  a  bona  fide  need  for  emergen- 
cy treatment,  or  when  the  authorized  provider 
makes  a  referral  to  another,  e.g.,  a  general 
practitioner  sends  the  recipient  to  an  internist. 
Providers  are  informed  that  in  these  situations, 
the  lock-in  restriction  is  not  in  effect,  and  that 
they  will  receive  payment  for  necessary  serv- 
ices. 

Once  a  recipient  is  locked-in,  the  State  must 
make  sure  that  the  lock-in  "takes."  Since  there 
is  no  way  to  limit  the  recipient's  attempts  to 
obtain  services  from  other  providers,  Missouri 
has  chosen  to  work  through  the  claims  pay- 
ment operation.  By  the  input  of  a  standard  form, 
the  computer  is  told  that  all  bills  bearing  a 
provider  ID  (physician  or  pharmacy)  number 
other  than  those  of  the  two  selected  by  the  re- 
cipient are  to  be  rejected.  Rejected  bills  are 
sent  to  the  clerical  staflf  and  are  then  routed  to 
the  pharmacy  consultant  (in  the  case  of  drug 
claims)  or  to  the  assistant  supervisor  of  the 
Claims  Payment  Unit  (for  all  other  types  of 
claims.)  The  pharmacy  consultant  may  decide 
that  the  bill  is  representative  of  necessary  treat- 
ment (e.g.,  an  emergency)  and  should  be  paid, 
or  if  not,  should  be  disallowed.  A  similar  deci- 
sion is  made  for  bills  from  all  other  provider 
types,  after  appropriate  consultation  between 
the  assistant  supervisor  and  staff  medical  con- 
sultants. If  the  bill  is  rejected,  a  letter  of  expla- 
nation is  sent  to  the  provider.  Providers  are 
advised,  in  the  letter,  to  examine  the  Medicaid 
cards  of  all  recipients  to  check  for  restrictions. 

The  Missouri  Medicaid  ID  cards  for  locked- 
in  recipients  are  computer  printed  with  a  spe- 
cial notice  on  the  card.  The  information  in- 
cludes the  name  of  the  provider,  his  address, 
and  the  assigned  Missouri  Medicaid  provider 
number.  The  card  also  carries  a  statement  that 
services  rendered  by  other  than  the  authorized 
vendor  will  be  rejected  for  payment. 

These  procedures  ensure  that,  at  least,  the 
State  is  no  longer  paying  for  unnecessary  serv- 
ices and  that  some  feedback  is  given  to  the 
providers  who  render  services  to  recipients 
with  restricted  cards  in  violation  of  the  restric- 
tion. In  the  same  vein,  when  potentially  dan- 


gerous drug  interactions  are  seen,  the  physi- 
cian(s)  involved  are  given  written  notice  that 
the  recipient  is  seeing  other  physician(s)  and 
that  incompatible  therapies  are  being  pre- 
scribed. The  task  of  correcting  the  therapy  is 
left  to  the  physician  chosen  by  the  recipient. 


Other  Methods  of  Control 

Although  the  provider  lock-in  procedure  is 
the  main  element  of  Missouri's  recipient  utiliza- 
tion control  program,  we  also  continuously 
monitor  recipients  for  whom  a  definite  pattern 
of  misuse  has  not  yet  been  established,  but 
whose  activity  has  dictated  the  need  for  moni- 
toring. We  call  this  "watch  control." 

To  place  a  recipient  on  watch  control,  the 
computer  is  first  informed  that  the  recipient  is 
limited  to  one  provider  per  type,  and  invalid 
IDs  for  those  two  providers  are  then  inserted 
on  the  recipient's  control  file,  causing  all  bills 
for  the  recipient  to  reject.  These  bills  are  then 
reviewed  to  determine  whether  the  recipient  is 
actually  making  excessive  use  of  services.  If  so, 
the  recipient  is  placed  on  lock-in.  If  not,  the  re- 
cipient's claims  forms  are  returned  to  normal 
processing  status  without  any  contacts  having 
been  made. 

All  claims  submitted  on  watch  control  which 
are  otherwise  valid  are  paid;  there  is  no  reason 
for  denying  such  claims  as  there  is  no  indica- 
tion of  restriction  on  the  recipients'  cards  to 
alter  the  provider  of  services.  Currently,  there 
are  some  1200  persons  on  watch  control  out  of 
171,000  recipients  (0.70%.) 

Another  method  used  in  Missouri  to  identify 
recipient  misutilization  is  the  Drug  Report.  The 
computer  is  instructed  to  print  out  identifying 
information  on  all  recipients  who  receive  a  re- 
fill on  a  drug  prescription  or  another  prescrip- 
tion for  the  same  drug,  within  ninety  days. 
(This  is  done  as  part  of  the  normal  daily  claims 
payment  operation.)  This  report  also  includes 
recipients  on  lock-in  to  check  whether  their 
utilization  pattern  is  changing,  as  there  is  still  a 
possibility  of  overutilization  even  with  two 
providers  stipulated.  If  overutilization  for  a 
locked-in  recipient  is  seen,  both  the  recipient 
and  the  physician  are  contacted  and  warned 
about  the  possible  misutilization.  If  there  is  no 
effect  from  this  (remembering,  of  course,  that 


15 


the  possibility  of  real  medical  necessity  has  al- 
ready been  ruled  out),  the  recipient  is  restricted 
on  the  overutilized  service — physician  visits, 
prescriptions,  and  so  on.  Failing  all  other  ef- 
forts, the  State's  final  recourse  is  to  pay  the 
provider  only  for  what  is  a  reasonable  volume 
of  services  based  on  the  diagnosis,  as  deter- 
mined by  appropriate  medical  consultants. 


Results 

As  is  frequently  the  case  with  a  management 
initiative  that  has  qualitative  as  well  as  quanti- 
tative aspects,  the  results  of  Missouri's  system 
in  terms  of  cost-effectiveness  are  hard  to  esti- 
mate. It  is  possible,  however,  to  quantify  to 
some  extent  the  amount  of  funds  that  are  not 
expended  due  to  the  lock-in  program. 

The  very  nature  of  misutilization  prevents 
exact  calculation  of  possible  cost  savings.  De- 
termining how  many  unnecessary  visits  to  a 
physician  were  prevented  or  how  many  pre- 
scriptions were  not  issued  can  be  compared  to 
determining  how  many  pedestrian  lives  were 
saved  due  to  safe  driving.  In  both  cases,  the 
very  lack  of  data  is  a  positive  indicator.  Never- 
theless, a  reasonable  estimate  of  the  savings 
can  be  made  using  the  following  formulae. 

As  previously  stated,  a  recipient  can  have  up 
to  75  claims  per  quarter  before  the  case  is 
flagged.  If  one  assumes  that  misutilizing  recipi- 
ents generate  no  more  than  the  average  number 
of  claims  after  being  placed  on  lock-in,  the  sav- 
ings can  be  calculated  by  the  following: 


\  74   / 


X $88.88 X  4x6,000=  Total  Savings 


Here,  10.96  is  the  average  number  of  claims 
filed  per  quarter;  $88.88  is  the  average  quarter- 
ly cost  per  recipient;  and  6,000  is  the  average 
number  of  recipients  on  lock-in  per  quarter. 
The  total  savings  are  $1.82  million,  about  1.7% 
of  the  total  1976  budget.  This  formula  assumes 
that  the  cost  of  recipient's  care  is  directly  pro- 
portional to  the  number  of  claims  filed,  and 
ignores  the  factor  of  intensity  of  use  of  serv- 
ices. 

We  believe  that  the  figure  of  1 .7%  of  pro- 
gram cost  saved  is  eminently  reasonable;  how- 


ever this  figure  could  be  disputed  on  the  ground 
that  recipients  who  are  locked-in  tend  to  be 
high  utilizers  in  any  event,  so  that  the  claim 
that  they  are  reduced  to  the  average  annual 
number  of  claims  filed  is  erroneous.  Balancing 
this  is  the  fact  that  if  the  recipients  are  high 
utilizers  even  after  lock-in,  their  average  cost 
must  be  higher  than  the  $88.88  figure  used. 

Another  way  to  arrive  at  an  estimate  that 
avoids  these  problems  is  to  assume  that  all 
flagged  recipients  were  flagged  both  for  using 
more  than  75  services  per  quarter  and  for 
seeing  more  than  four  physicians.  Using  this 
assumption,  and  further  assuming  that  the  lock- 
in  to  one  physician  cuts  the  average  number  of 
claims  per  quarter  to,  say,  one-fourth  the  for- 
mer volume  (18.75  claims  per  quarter,  still 
much  higher  than  the  average  of  10.96),  and 
knowing  that  the  average  cost  per  claim  is 
$8.11,  the  savings  could  be  calculated:  (75- 
18.75)  X  $8.11  X  4  X  6,000  =  Total  Savings 

Here,  $8.11  is  the  average  cost  per  claim, 
and  6,000  is  again  the  average  number  of  recip- 
ients on  lock-in.  The  savings,  estimated  in  this 
way,  are  $10.95  million  per  year.  This  formula 
is  defective  in  making  physician  and  pharmacy 
visits  stand  proxy  for  hospital  services,  al- 
though it  is  reasonable  to  assume  that  both 
would  fall  in  proportion  since  a  physician  visit 
usually  generates  a  prescription  and,  rarely,  a 
hospital  stay.  Using  the  figure  for  the  average 
cost  per  claim  takes  into  account  the  fact  that 
costs  for  the  majority  of  recipients  come  from 
the  intensity  of  utilization  and  not  from  sheer 
volume  of  services. 

The  truth  is  probably  in  between  these  two 
figures,  but  given  that  the  cost  of  the  lock-in 
program  is  only  3.5-4  man-years  per  year,  plus 
computer  time,  the  lock-in  system  is  arguably 
cost-eflFective. 

There  is,  however,  one  disturbing  aspect. 
The  number  of  new  cases  flagged  each  quarter 
has  remained  relatively  constant  since  opera- 
tion began  in  late  1970.  Given  the  nature  of  the 
system,  these  are  new  lock-in  candidates  for 
the  most  part  and  thus  the  absolute  amount  of 
misutilization  in  the  recipient  population  does 
not  appear  to  be  declining,  although  the  misuti- 
lizers  keep  changing.  At  the  same  time,  howev- 
er, the  percentage  of  new  lock-in  candidates  to 
total  recipient  population  is  shrinking.  This 
serves  to  indicate,  at  least,  that  Missouri's  total 


management  effort  is  succeeding  in  "holding  the 
line"  on  the  absolute  number  of  misutilizing 
recipients.  The  State  would  like  to  do  better, 
but  we  feel  that  achieving  a  position  of  stasis  in 
an  environment  where  cost  figures  increase 
almost  endlessly  is  some  thing  that  is  worth 
crowing  about. 


Thomas  E.  Singleton  is  currently  Deputy  Director  of  the 
Missouri  Department  of  Social  Services,  with  primary  re- 
sponsibility for  the  Missouri  Medicaid  program.  He  gradu- 
ated from  the  University  of  Missouri  in  1949,  after  three 
years  in  the  Army  Medical  Corps.  He  has  held  positions  in 
the  Missouri  welfare  programs  ranging  from  county  welfare 
director  to  project  planner.  In  1959-60.  he  was  on  leave 
from  the  State  to  serve  as  Executive  Secretary  for  the 
White  House  Conference  on  Children  and  Youth. 


Distribution  of  IVIational  Health 
Expenditures,  by  Source  of  Funds 


FEDERAL 
28.6°/c 


FY  1966  &  1976 


$139.3  Billion 


$42.1  Billion 


FEDERAL 

12.8% 


STATE  AND   !^ 
LOCAL 
12.9% 


STATE  AND 
LOCAL   _ 

13.6% 


PRIVATE 

57.8% 


PRIVATE 

74.3% 


FY  1966 


FY  1976 
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MEDICAID  ELIGIBILITY  OPERATIONS  REVIEWS 


by  LIZA  BARNES 

The  concept  of  State  Medicaid  eligibility 
operations  reviews  first  evolved  in  1975  when  it 
was  recognized  that  there  was  no  real  informa- 
tion as  to  how  Federal  Medicaid  eligibility  poli- 
cies were  being  implemented  at  the  State  and 
local  levels.  In  addition  to  providing  the  Depart- 
ment with  basic  information  and  in-depth  ana- 
lyses of  State  eligibility  operations,  the  reviews 
were  envisioned  to  accomplish  three  other  pur- 
poses: (I)  to  document  the  strengths  and  weak- 
nesses of  the  State  program  for  the  director  of 
the  single  State  agency  and  enable  him  to  focus 
on  correction  of  problem  areas;  (2)  to  facilitate 
the  provision  of  technical  assistance  by  the 
Regional  Office  through  identifying  State  needs; 
and  (3)  to  reveal  national  patterns  and  specific 
State  "best  practices"  as  well  as  weaknesses  in 
particular  program  areas. 

It  should  be  emphasized  that  these  reviews 
are  not  designed  to  function  as  an  audit  or  to 
find  a  State  out  of  compliance.  The  State  Medi- 
caid eligiblity  operations  review,  instead,  could 
be  described  as  a  comprehensive  analysis  of  a 
State's  total  Medicaid  eligibility  process,  poli- 
cies and  administrative  efficiency  in  relationship 
to  the  Federal  requirements.  In  addition  to  the 
examination  of  the  application  of  specific  poli- 
cy requirements,  the  review  also  examines  oth- 
er factors  which  impact  on  State  eligibility  poli- 
cies and  procedures  such  as  political  and  budg- 
etary constraints,  staffing,  policy  development 
and  dissemination,  training  of  local  staff,  sys- 
tems capability,  etc. 

In  October,  1975,  the  first  Medicaid  eligibility 
operations  review  was  conducted.  Since  that 
time,  a  total  of  twenty  States  have  been  re- 
viewed, including  at  least  one  in  each  Region, 
with  two  additional  States  scheduled  for  review 
for  the  remainder  of  this  year  (1977.) 

Structure  of  Reviews 

Depending  upon  the  size  of  a  State's  Medi- 
caid program,  a  review  may  last  from  five  to 


eight  days.  Generally,  the  review  team  is  com- 
posed of  two  Washington,  D.C.  eligibility  staff 
members  and  a  representative(s)  from  the  ap- 
propriate Regional  Office.  The  eligibility  review 
format  usually  consists  of  an  entrance  confer- 
ence with  State  agency  staff,  visits  to  local  wel- 
fare offices,  the  Social  Security  parallel  district 
office  (if  appropriate),  in  those  States  which  have 
an  agreement  with  Social  Security  to  make 
Medicaid  eligibility  determinations  for  Supple- 
mental Security  Income  (SSI)  related  appli- 
cants), and  an  exit  conference  with  the  State  to 
discuss  the  review  findings.  A  consumer  group 
may  also  be  contacted  for  input  on  Medicaid 
problem  areas  from  the  recipients. 

The  entrance  conference,  held  with  State 
agency  staff,  establishes  both  the  purpose  of 
the  Medicaid  eligibility  review,  and,  through 
discussion,  provides  the  review  team  with  in- 
formation relative  to  the  entire  Medicaid  eligi- 
bility process.  Current  review  focus  includes  an 
in-depth  discussion  of  four  policy  areas:  (1)  the 
spend  down;  (2)  coverage  of  individuals  under 
age  21;  (3)  coverage  of  the  institutionalized; 
and  (4)  relative  responsibility  provisions.  While 
the  State  agency  identifies  Medicaid  policies  and 
practices,  visiting  local  welfare  offices  enables 
the  review  team  to  determine  how  these  policies 
are  being  implemented.  This  is  accomplished 
through  informal  discussions  with  eligibility 
staff,  in  addition  to  the  examination  of  Medicaid 
case  files. 

The  purpose  of  the  exit  conference  is  two- 
fold. First,  the  review  team  reports  its  findings 
to  the  State  agency.  Secondly,  the  State  agency 
is  given  the  opportunity  to  voice  their  concerns 
regarding  Medicaid  eligibility  and  to  present 
any  problems  in  their  administration  of  Medi- 
caid eligibility. 

With  the  completion  of  the  State  review,  the 
findings  are  incorporated  in  a  report  which  de- 
scribes the  State's  eligibility  policies  and  opera- 
tions. The  format  for  the  report  is  generally 
divided  into  four  sections:  (1)  General  Program 
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Description  -  an  explanation  of  how  the  State 
operates  in  determining  eligibility;  (2)  Primary 
Program  Areas  Reviewed  -  identification  of  the 
State's  policy  and  practice  and  a  recommenda- 
tion on  how  the  State  could  remedy  any  prob- 
lem identified;  (3)  Miscellaneous  Findings  and 
Recommendations  -  summarizes  problem  areas 
and  exemplary  practices;  and  (4)  Overall  Evalu- 
ation -  an  evaluation  of  general  subject  areas 
relevant  to  all  States,  including  policy  develop- 
ment, training  and  staff  development,  public 
information  and  recipient  rights,  and  program 
planning  and  evaluation. 

The  State  agency  is  forwarded  a  draft  for 
review  to  ensure  the  accuracy  of  the  report  re- 
lative to  State  policy  and  practices.  At  this  time 
the  State  is  also  requested  to  send  a  written 
response  regarding  the  findings,  recom- 
mendations and  evaluation.  After  the  State  re- 
sponse is  received,  a  final  report  is  prepared. 
This  final  report  is  then  sent  to  the  State  agency 
and  appropriate  interest  groups. 

To  reiterate,  the  State  Medicaid  eligibility 
operations  review  is  not  a  compliance  review. 
However,  since  one  of  the  purposes  of  the  re- 
view is  to  identify  weaknesses  in  particular 
program  areas,  specific  trends  have  been  identi- 
fied after  the  completion  of  twenty  State  re- 
views. The  areas  that  seem  to  create  the  most 
problems  for  the  States  reviewed,  thus  far,  are 
the  spend  down,  financial  responsibility  of  rela- 
tives, treatment  of  the  1972  Title  II  twenty  per- 
cent benefit  increase,  "grandfathered"  cases, 
four  month  continued  coverage  AFDC  cases, 
third  party  liability,  and  retroactive  coverage. 


The  Spend  Down 

The  spend  down  is  not  only  a  time  consum- 
ing process  but  also  a  complex  policy  area 
which  often  results  in  confusion  during  imple- 
mentation. In  determining  the  amount  of  the 
spend  down  liability,  the  amount  of  income  to 
be  applied  towards  incurred  medical  expenses 
is  computed  by  deducting  the  applicable  Medi- 
caid eligibility  income  level  from  the  amount  of 
countable  income  remaining  after  deduction  of 
disregards,  SSI  benefits  and  State  supplemen- 
tary payments  (SSP).  This  difference,  or  excess 
income,  is  to  be  applied  towards  incurred  medi- 
cal  expenses   in   a   specified   order  based    on 


whether  or  not  the  expenses  are  services  cov- 
ered under  the  State's  Medicaid  program.  In 
the  event  an  individual  has  medical  expenses  in 
excess  of  the  spend-down  liability  at  the  time 
of  application,  this  process  would  enable  the 
remaining  medical  expenses  to  be  covered  by 
Medicaid.  In  the  application  of  this  policy,  two 
trends  in  State  practice  emerge:  First,  some 
States  are  requiring  an  applicant  to  pay  for 
rather  than  incur  their  medical  expenses  in  or- 
der to  meet  their  spend-down  liability.  Second- 
ly, there  is  often  confusion  regarding  the  order 
in  which  incurred  medical  expenses  are  applied 
during  the  spend-down  process.  One  additional 
area  that  deserves  attention  is  to  what  extent 
Medicaid  coverage  is  available  on  the  day  the 
spend-down  is  met.  For  example,  if  an  indivi- 
dual's spend-down  liability  is  $200  and  he  in- 
curs a  $500  medical  expense  on  a  given  day, 
both  the  applicant  and  the  State  will  be  partial- 
ly responsible  for  payment.  This  can  be  difficult 
to  administer  and  many  States  treat  this  proce- 
dure differently  in  determining  both  the  date  of 
Medicaid  eligibility  and  to  what  extent  Medi- 
caid will  cover  the  split  claim. 


Financial  Responsibility  of  Relatives 

In  making  a  determination  of  a  financially 
responsible  relative's  contribution.  States  that 
use  the  SSI  criteria  to  determine  Medicaid  eligi- 
bility of  the  aged,  blind  and  disabled  must  also 
apply  the  SSI  rules  on  assuming  availability  of 
income  from  relatives.  However,  this  does  not 
preclude  these  States  from  using  their  relative 
responsibility  laws  to  retroactively  recoup  Med- 
icaid expenditures  from  financially  responsible 
relatives.  In  those  States  which  have  elected  to 
use  more  restrictive  criteria  in  determining  eli- 
gibility for  the  aged,  blind,  and  disabled,  the 
SSI  criteria  for  responsible  relatives  does  not 
have  to  be  utilized.  Further,  for  Medicaid/ 
ADFC  related  cases,  the  rules  for  considering 
income  and  resources  of  spouses  and  parents 
available  to  the  applicant  will  be  the  same  as 
those  used  for  AFDC.  For  Medicaid  coverage 
purposes,  financially  responsible  relatives  fall 
under  two  broad  categories:  spouse  for  spouse 
and  parent  for  a  child  under  age  twenty-one. 
However,  when  making  a  financial  determina- 
tion  of   a   responsible    relative's   contribution. 
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there  are  several  variables  to  be  taken  into 
consideration  including  whether  both  spouses 
are  Medicaid  eligible,  living  arrangements, 
school  attendance  status  of  a  blind  or  disabled 
child,  just  to  name  a  few.  With  so  many  possi- 
ble combinations,  it  is  not  surprising  that  States 
are  having  difficulty  in  applying  both  the  appro- 
priate program  rules  and  correct  policy.  This  is 
readily  evident  in  States  not  using  the  correct 
procedure  for  deeming  income  in  situations 
where  a  spouse  is  separated  from  a  spouse 
because  of  institutionalization.  The  Federal 
Medicaid  eligibility  staff  is  currently  writing 
guidelines  which  will  assist  the  States  in  mak- 
ing these  determinations. 


Treatment  of  the  1972  Title  II  Twenty 
Percent  Benefit  Increase 

States  are  required  to  disregard  the  amount  of 
the  August,  1972  twenty  percent  Social  Security 
benefit  increase  for  purposes  of  medical  assist- 
ance for  persons  who  were  receiving  or  eligible 
for  cash  assistance  in  August  1972  and  who  also 
were  receiving  Title  II  benefits.  Persons  subject 
to  the  August  1972  Social  Security  benefit  in- 
crease are  entitled  to  Medicaid  coverage  to  the 
same  extent  as  other  cash  recipients  in  the 
State.  Some  States  are  not  monitoring  the  eligi- 
bility of  these  individuals  either  because,  in 
some  instances,  the  State  is  unaware  of  this 
provision  or  because  it  is  so  difficult  to  keep 
track  of  these  individuals,  it  is  administratively 
infeasible. 


Grandfathered-in  Groups 

To  ensure  that  aged,  blind,  and  disabled  per- 
sons eligible  for  Medicaid  would  not  lose  their 
eligibility  when  SSI  was  implemented  in  Janu- 
ary, 1974,  certain  individuals  were  "grandfath- 
ered-in" for  Medicaid  coverage  purposes. 
These  grandfathered-in  groups  included  certain 
categorically  needy  essential  spouses  and  insti- 
tutionalized persons  in  addition  to  certain  cate- 
gorically and  medically  needy  blind  and  dis- 
abled individuals.  These  individuals  would  re- 
main eligible  for  Medicaid  as  long  as  they  con- 
tinued to  meet  the  eligibility  criteria  which  were 


in  efl'ect  in  December,  1973.  Few  States  are 
monitoring  the  eligibility  of  these  individuals. 
Many  States  simply  do  not  have  the  systems 
capability  to  identify  these  cases  for  review. 


AFDC  Four-Month  Continued  Medicaid 
Coverage 

Under  this  provision,  the  State  is  required  to 
continue  Medicaid  coverage  for  four  months 
when  an  AFDC  cash  recipient  family's  AFDC 
benefits  are  terminated  because  of  increased 
hours  or  increased  income  from  employment. 
This  provision  is  applicable  only  if  the  family 
received  AFDC  payments  in  ai  least  three  of 
the  six  months  before  they  become  ineligible 
and  a  member  of  the  family  is  employed 
throughout  the  four  month  period.  Not  only 
must  a  family  member  continue  to  be  employed 
in  order  to  continue  receiving  Medicaid  during 
this  four  month  period,  but  he  or  she  must  also 
continue  to  meet  other  eligibility  factors  such 
as  an  eligible  child  continues  to  be  present  in 
the  home,  the  resource  level  remains  within 
allowable  limits,  the  child  is  still  deprived  of  a 
parent,  etc.  Many  States  simply  extend  Medi- 
caid coverage  for  four  months  without  continu- 
ing to  verify  these  eligibility  factors  -  some- 
times because  the  State  is  unaware  it  is  neces- 
sary. 


Third  Party  Liability 

States  are  required,  under  the  third  party  lia- 
bility provision,  to  take  measures  to  ascertain 
any  legal  liability  of  third  parties  for  medical 
care  and  services  included  under  the  State's 
medical  assistance  plan  for  each  applicant  or 
recipient  of  medical  assistance.  While  most 
States  are  able  to  identify  third  party  resources 
as  part  of  the  application  process,  it  is  at  this 
point  that  the  system  often  breaks  down.  Many 
States  simply  do  not  have  a  system  for  routine- 
ly checking  during  the  payment  process  to  de- 
termine whether  bills  submitted  by  providers 
for  payment  under  Medicaid  are  subject  to 
third  party  reimbursement.  In  addition,  the 
State  is  required  to  treat  any  third  party  liabili- 
ty as  a  current  resource  when  it  has  been  deter- 
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mined  a  liability  does  exist  and  payment  by  the 
third  party  has  been  made  or  will  be  made 
within  a  reasonable  period  of  time.  For  spend 
down  purposes,  this  means  that  expenses  that 
are  covered  by  a  third  party  cannot  be  used  in 
meeting  the  spend  down  liability.  Some  States, 
however,  are  in  fact  counting  these  expenses 
towards  meeting  the  spend-down. 


Retroactive  Coverage 

Determination  of  eligibility  for  retroactive 
coverage  posed  a  problem  in  the  majority  of 
the  States  reviewed.  A  person  may  qualify  for 
Medicaid  coverage  beginning  with  the  third 
month  prior  to  the  month  of  application  for 
Medicaid  if  such  an  individual  would  have  been 
eligible  for  Medicaid  at  the  time  he  received 
medical  services  during  the  retroactive  period. 
The  individual  does  not  have  to  be  eligible  at 
the  time  of  application  or  for  the  prospective 
period  in  order  to  qualify  for  retroactive  cover- 
age. Further,  if  an  individual  chooses  to  do  so, 
he  may  apply  for  the  retroactive  period  only.  In 
some  States,  there  is  no  question  on  the  appli- 
cation form  regarding  the  need  for  retroactive 
coverage;  it  is  up  to  the  eligibility  worker  to 
obtain  this  information  from  the  recipient. 
Since  the  review  process  is  so  time-consuming, 
it  is  often  easy  to  overlook  this  question.  Some 
States  will  not  allow  an  individual  to  apply  for 
retroactive  coverage  in  behalf  of  a  deceased 
person.  Applying  for  retroactive  coverage  only 
is  not  permissible  in  other  States.  Also,  unless 
an  individual  is  eligible  on  a  prospective  basis, 
some  States  will  render  an  individual  ineligible 
for  the  retroactive  period.  To  assume  that  possi- 
ble retroactive  coverage  is  not  overlooked. 
States  may  wish  to  consider  adding  to  their  ap- 
plication forms  a  question  covering  this  area. 

When  examining  the  foregoing  policy  prob- 
lem areas,  it  becomes  readily  apparent  that 
Medicaid  eligibility  is  an  extremely  complicated 
process.  Not  only  is  Federal  Medicaid  eligibili- 
ty policy  often  difficult  to  understand,  it  is 
sometimes  difficult  to  administer,  as  exemplified 
previously.  We  all  know  there  are  many  rea- 
sons why  there  are  problems  with  Medicaid  eli- 
gibility, but  a  discussion  of  these  problems  is 
not  the  purpose  of  this  article. 


In  spite  of  States'  inherent  problems  in  at- 
tempting to  implement  Medicaid  policy,  con- 
ducting State  eligibility  reviews  has  also  accom- 
plished a  second  purpose  by  readily  identifying 
State  "best  practices."  These  reviews  have 
revealed  that  many  States  are  currently  em- 
ploying several  commendable  and  often  innova- 
tive techniques  and  practices  in  many  other 
areas  in  the  operation  of  their  Medicaid  pro- 
gram. The  following  is  a  compilation  of  several 
State  best  practices  and  is  not  meant  to  be  all 
inclusive.  It  should  be  noted  that  since  the 
State  reviews  were  conducted  at  an  earlier 
point  in  time,  it  is  very  possible  that  some  of 
the  best  practices  described  have  been 
changed,  modified  or  expanded  in  some  way. 
Also,  since  it  was  not  possible  to  give  a  com- 
prehensive description  of  each  exemplary  prac- 
tice. States  should  be  encouraged  to  contact 
other  States  for  additional  information. 


Medicaid  Hot  Line 

The  State  of  Arkansas  has  established  a  toll- 
free  number  for  Medicaid  inquiries.  The  "hot 
line"  service  has  been  well  publicized  through- 
out the  State  and  is  providing  a  valuable  serv- 
ice to  persons  in  need  of  prompt  and  accurate 
Medicaid  information.  The  toll-free  line  is  espe- 
cially helpful  to  persons  who  are  unable  to  eas- 
ily travel  to  their  local  Social  Services  office. 


"Roving  Caseworker"  Concept 

In  one  county  office  in  Idaho,  a  senior  case- 
worker is  not  assigned  a  caseload  so  that  he/ 
she  is  free  to  be  of  assistance  wherever  chang- 
ing workload  demands  are  greatest.  The  case- 
worker also  provides  supervision  and  training 
to  new  staff. 


State  Ombudsman  and  Consumer 
Complaints 

Kentucky  has  an  ombudsman  system  in  oper- 
ation which  gives  citizens  of  the  State  a  direct 
line  of  communication  to  both  voice  their  prob- 
lems with  governmental  services  and  seek  re- 
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course.  In  support  of  this  overall  effort,  Ken- 
tucky has  organized  a  Consumer  Complaint 
Section  to  handle  referrals  from  the  ombuds- 
man as  well  as  direct  inquiries  and  complaints 
from  applicants  and  recipients.  The  section  is 
adequately  staffed  to  facilitate  in  a  timely  man- 
ner the  settlement  of  complaints.  The  section  is 
highly  publicized;  its  telephone  number  and 
address  are  published  frequently  in  local  news- 
papers. 


Policy  Development 

Massachusetts  has  established  Policy  Review 
committees  as  a  method  for  obtaining  regional 
and  local  input  on  proposed  regulations  and 
directives.  These  committees  also  initiate  pro- 
posed policy  which  is  then  studied  on  the  State 
level.  Local  staffs  indicate  that  this  committee 
system  provides  an  open  channel  for  communi- 
cation between  themselves  and  the  State  policy 
development  unit.  The  State  has  also  estab- 
lished Citizen  Participation  Advisory  Boards 
throughout  the  State.  These  advisory  boards 
are  composed  of  Medicaid  recipients,  providers 
and  local  and  regional  staff.  They  both  review 
and  initiate  proposed  policy  for  consideration 
by  the  State  policy  development  units. 


Reporting  Institutionalization 

Under  the  laws  governing  the  SSI  program, 
the  SSI  standard  payment  amount  is  to  be  re- 
duced to  $25  per  month  beginning  with  the 
month  after  the  month  in  which  an  SSI/SSP 
recipient  enters  a  Medicaid  institution.  The 
State  of  New  Jersey  has  established  a  proce- 
dure (Form  FD-89)  in  which  local  social  serv- 
ices offices  notify  the  SSA  District  Office  when 
appropriate  that  an  SSI/SSP  recipient  has  en- 
tered a  Medicaid  institution.  On  the  basis  of 
this  notification,  the  district  office  changes  the 
individual's  classification  on  the  State  Data 
Exchange  (SDX)  and  notifies  the  individual  of 
the  action  taken.  This  procedure  is  also  used  in 
other  cases  where  an  individual  enters  a  new 
living  arrangement  category.  (See  Figure  1) 


Application  Form 

Last  year  Nebraska  started  using  a  fully 
worker  completed  application  form.  The  format 
and  design  of  the  form  represents  input  from 
each  county  division  office.  Additionally,  their 
manual  contains  directives  on  how  the  case- 
worker is  to  enter  data  at  the  time  of  initial 
application  and  redetermination.  The  format 
includes  the  appropriate  manual  citation  by 
each  item.  (See  Figure  2)  It  also  allows  the 
caseworker  to  record  information  received  dur- 
ing the  interview  about  income,  resources,  etc. 
and  verification  of  each  item  in  addition  to  the 
eligibility  status  of  each  item.  The  manual  out- 
lines for  each  item  contained  in  the  application 
how  the  worker  should  verify  applicant/recipi- 
ent data.  One  section  of  the  application  ex- 
plains the  applicant's  rights  and  responsibilities 
and  is  given  to  the  applicant  when  the  inter- 
view is  completed.  An  exemplary  consequence 
of  using  this  application  is  that  the  applicant  and 
worker  discuss  each  entry  on  the  form  as  it  is 
being  completed.  Thus,  when  the  applicants 
sign  the  form  they  also  certify  the  accuracy 
and  their  understanding  of  each  entry. 


Routing  of  Explanation  of  Benefits 
(EOB)  Forms  to  Eligibility  Workers  and 
Recipients 

States  claiming  increased  FFP  for  installation 
and  operation  of  mechanized  claims  processing 
and  information  retrieval  systems  are  required 
to  send  Medicaid  recipients  explanations  of 
benefits  (EOBs)  for  services  paid  by  the  pro- 
gram. EOBs  list  dates  and  types  of  services 
and  identify  the  billing  providers;  they  serve  to 
confirm  that  services  have,  in  fact,  been  ren- 
dered. Hawaii  does  send  EOBs  to  recipients, 
and,  in  addition,  copies  of  all  EOBs  are  also 
sent  to  the  recipient's  caseworker.  As  a  result 
of  this  practice,  caseworkers  are  given  the  po- 
tential to  monitor  client  access  to  and  usage  of 
medical  services  and  to  offer  assistance  and 
counseling.  Further,  EOBs  generated  for  those 
who  have  been  determined  to  be  ineligible  (but 
may  still  posses  a  card)  can  assist  the  agency  in 
preventing  the  potential  for  fraudulent  use  of 
the  cards. 
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Figure  1 


STATE  OF  NCW  JERSEY 

DEPARTMENT  OF  INSTITUTIONS  AND  AGENCIES 

DIVISION  OF  MEDICAL  ASSISTANCE  AND  HEALTH  SERVICES 

POSSIBLE  SSI  STATUS  CHANGE  DUE  TO  ADMISSION 
TO  A  TITLE  XIX  LONG  TERM  CARE  FACILITY 


TO: 


SSA  District  Office 

AND 

County  Welfare  Board 


DATE: 


FROM: 


Local  Medical  Assistance  Unit  (Medicaid) 


A.   PATIENT  INFORMATION 
Client's  Name   


Social  Security  Account  Number 


Health  Services  Program  Case  Number 


B.   NAME  OF  LONG  TERM  CARE  FACILITY  (Place  An  X  In  Block  I  oR  Block  2) 


Admitted  to 


Name  and  address  or  Medicaid  Facility 
on  following  an  inpatient  hospital  stay  which 


Hospital 

BEGAN  on 


Date 


AND  ENDED  ON 


Date 


Date 


•■■en 


Admitted  to 


FROM  OWN  RESIDENCE. 


Name  and  Address  of  medicaid  Facility 

C.  NOTICE  TO  SSA 

This  notice  is  to  inform  you  of  a  change  in  living  arrangements  and  address.  Please  take  necessary 

ACTION  to  assure  THE  RECORD  REFLECTS  A  "D"  FEDERAL,  AND  "Z"  STATE  LIVING  ARRANGEMENT,  (TITLE  XIX 

Facility).  The  individual  is  expected  to  remain  in  a  Title  XIX  Facility  an  entire  calendar 

MONTH  AND  CONTINUING. 

*«*«*••«***«««««*««««*«'«*«««««•«»««*««■«**««**««««•«•«■««««•«*«««■«**«*«««««««■«•*««*«*«««■*«*•••«*«-*«•*•«•*«■*•«»*««**• 

D.  NOTICE  TO  COUNTY  WELFARE  BOARD 

Since  this  client  is  currently  in  a  Title  XIX  Facility,  his  SSI  eligibility  may  be  suspended. 
Please  contact  this  client  immediately  to  determine  whether  eligibility  for  "Medicaid  Only"  benefits 

WILL  have  to  be  determined.    IN  THE  EVENT  OF  "MEDICAID  ONLy"  ELIGIBILITY,  A  MAP- I  ADDITION  SHALL 
NOT  BE  PREPARED  SINCE  CLIENT  IS  ALREADY  ACTIVE  WITH  THE  MEDICAID  STATUS  FiLE.   OTHER  CHANGES  IN 
ELIGIBILITY  STATUS  OR  HSP  FILE  DATA  WILL  REQUIRE  SUBMISSION  OF  A  MAP»|  BY  THE  WELFARE  BOARD  IN 
THE  COUNTY  WHEREIN  THE  CLIENT  RESIDES,   THE  COUNTY  WELFARE  BoARD  RESPONSIBLE  FOR  COMPLETING  THE 

"Medicaid  Only"  application  shall  also  prepare  Form  PA-3L  and  route  same  in  the  customary  manner. 

The  EFFECTIVE  DATE  FOR  COUNTY  WELFARE  BOARD  ELIGIBILITY  ACCEPTANCE  AND  ENTRY  ON  THE  PA-3L  SHOULD 

BE  . 


E.   ACTION  TAKEN  BY  COUNTY  WELFARE  BOARD 

CWB,  Please  check  one  block  and  return  form  to  LMAU. 

'    '   Eligible  for  "medicaid  Only",  PA-3L  prepared 
i    1    Not  eligiblc  for  "medicaid  Only"  or  SSI. 


□ 


Remains  eligible  for  SSI,  No  PA-3L 
Prepared. 


Signature  of  CWB  Worker 


Date 


FD-89         2/75 
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Figure  2 


ELEMENTS  OF 
ELtGIPILITY  AND 

PAYMENT 
DETERMINATION 


DECLARED 


Eligibility 
Met 

Yes      No 


16  Other  pertonti 
properly,  irusts 
lil&Utites 


18    Total 

Resources 


INCOME 


Earrieo  income 


20    Worl<  related 


RSOl  berwiits 
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Spend  Down  Management  and 
Information 

The  spend  down  is  sometimes  incomprehen- 
sible to  applicants  and  a  frustrating  procedure 
for  eligibility  workers  to  follow.  The  State  of 
California,  however,  has  managed  to  effectively 
administer  this  part  of  the  Medicaid  program. 
California's  spend-down  has  three-month  eligi- 
bility periods  (monthly  for  the  institutional- 
ized.) The  State's  brochures,  spend  down  com- 
pilation forms  and  notice  to  the  applicants  con- 
cerning why  and  how  they  must  spend  down 
reflect  both  clarity  and  quality.  In  addition,  the 
Record  of  Health  Care  Costs  (MC-177)  used  by 
patients  and  providers  while  the  liability  is 
being  met  is  also  excellent  for  use  in  imple- 
menting the  spend  down  process.  (See  Figure 
3) 


which  is  utilized  for  issuance  of  identification 
cards  and  for  claims  payments.  Virginia's  en- 
rollment file  was  found  to  be  particularly  effi- 
cient. The  single  State  agency,  through  its  con- 
tracting agent,  operates  a  sophisticated  eligibili- 
ty subsystem  which  permits  enrollment  clerks 
to  phone  in  eligibility  data  to  a  central  terminal. 
In  a  few  of  the  larger  metropolitan  areas,  how- 
ever, the  terminal  is  physically  located  within 
the  local  agency,  permitting  direct  input  to  the 
central  computer.  Status  (verification)  cards  are 
forwarded  to  local  social  services  office  from 
the  contracting  agent  and  identification  cards 
are  issued  in  a  timely  manner  to  recipients. 
Also,  the  Medicaid  Enrollment  Manual,  pre- 
pared for  the  use  of  enrollment  file  clerks  and 
others  working  with  the  system  is  comprehen- 
sive in  guidance  provided. 


Training 

In  some  States,  training  for  new  workers  is 
limited  to  on-the-job  training.  The  State  of  Il- 
linois, however,  has  developed  a  comprehen- 
sive training  program  in  addition  to  the  usual 
on-the-job  training  provided.  Training  for  the 
new  caseworker  typically  is  spread  over  several 
days  during  a  six  month  period.  A  general 
overview  is  given  which  includes  an  introduc- 
tion to  the  State  agency  and  a  history  of  wel- 
fare. Training  is  also  provided  periodically  in 
specific  policy  areas  for  supervisory  staff.  When 
major  policy  changes  occur,  additional  training 
sessions  are  provided  to  ensure  the  correct  ap- 
plication of  new  policy  material.  Lastly,  where 
Quality  Control  findings  indicate  a  high  error 
rate  in  a  particular  policy  area,  training  is  also 
tied  in  with  these  findings. 


EligibUity  File 

In  the  operation  of  the  Medicaid  program  it 
is  important  that  eligibility  determinations, 
denials  and  other  status  changes  are  entered  in 
a  timely  manner  into  a  master  eligibility  file 


Systems  for  Monitoring  Program 
Payments 

The  State  of  Minnesota  has  developed  effec- 
tive procedures  and  computer  systems  to  en- 
sure that  program  payments  are  made  only  on 
behalf  of  eligible  individuals,  that  third-party 
benefits  available  to  eligible  person  are  fully 
applied  without  postponing  Medicaid  coverage. 
(Postponement  of  coverage  can  result  from 
delayed  third-party  payments.)  Minnesota's  pro- 
cedures also  ensure  that  program  payments  are 
made  only  for  services  rendered  by  providers 
certified  to  participate  in  the  program.  Each  bill 
received  for  reimbursement  by  the  program  is 
screened  against  up-to-date  computer  files  of 
eligible  recipients,  participating  providers,  and 
third-party  benefit  coverage  available  in  the 
claim.  A  "Benefit  Recovery  Program"  has 
been  developed  which  ensures  that  Medicaid  is 
the  "payor  of  last  resort"  wherever  possible, 
and  yet  provides  for  Medicaid  coverage  to  the 
individual  while  availability  of  third-party  bene- 
fits is  being  evaluated  or  when  payments  of 
such  benefits  is  delayed.  For  further  informa- 
tion, refer  to  the  Institute  for  Medicaid  Man- 
agement's March,  1977  publication,  Medicaid 
Benefit  Recovery:  The  Minnesota  System. 
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Declaration  of  Provider:    Each  service  listed  below  has  teen  provided  to  the  person  listed  on  the  date  specified     I.  the  undersigned  provider. 
hereby  declare  that  I  received  payment  or  will  seek  payment  from  the  patient  tor  the  amount  shown  in  the      Billed  Patient"  column  and  that  I 


will  neither  claim  nor  accept  payttient  from  the  Medi-Cal  program  tor  that  amount.    1  also  understand  and  agree  that  1  may  seek  payment  from 
the  Medi-Cal  program  for  the  (Xists  ot  my  service  in  excess  of  the  amoun;  billed  to  the  patient.    This  is  the  amount  shown  in  the  '  '  Billed 
Medi-Cal"  column,  and  is  the  difference  between  the  ' '  Total  Bill"  and  amount  ' '  Billed  Patient". 

1  understand  that  it  1  bill  insurance  or  any  other  third  party  for  the  service  rendered.  1  cannot  list  on  this  lortn  the  service  to  be  paid  or  ttie  charge 

1  am  aware  that  financial  information  on  this  form  may  be  subject  to  scrutiny  by  the  Internal  Revenue  Service  and/or  the  CaliforniaSlate  Franchise 
Tax  Board. 
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Instructions  to  Patient: 


On  the  other  side  of  this  form,  the  amount  you  must  pay  before  a  Medi-Cal  card  can  be  issued  to  you  is  shown 
in  the  space  labeled  "Share  of  Cost."  Take  this  form  with  you  whenever  you  go  to  a  doctor,  druggist,  hospital 
tx  any  other  provider  of  medical  care.  Be  sure  to  tell  the  medical  provider  that  you  have  a  Medi-Cal  number 
and  give  him  this  form.  He  will  fill  in  the  amount  of  his  total  bill  and  the  amount  you  must  pay  or  agree  to 
pay;  the  amount  you  must  pay  or  agree  to  pay  should  not  be  more  than  the  amount  listed  in  the  "Share  of 
Cost"  space.  When  you  have  paid  or  agreed  to  pay  this  amount,  do  not  pay  any  more.  After  you  have  reached 
the  amount  you  must  pay,  sign  your  name  and  enter  the  date  at  the  bottom  of  the  form.  Keep  the  last  copy 
for  your  records.  Send  the  original  and  the  other  two  copies  to  your  county  welfare  department.  If  this  form 
is  approved,  and  any  other  form  your  worker  asked  you  to  have  completed  is  approved,  you  will  receive  a 
Medi-Cal  card.  As  soon  as  you  get  your  Medi-Cal  card,  take  it  to  the  providers  of  medical  services  who  have 
signed  the  front  of  this  form  so  they  can  bill  Medi-Cal  for  the  services  for  which  they  have  not  been  paid.  If 
you  have  any  problems  in  using  this  form,  call  your  eligibility  worker. 


The  types  of  services  which  can  be  listed  on  this  form  are: 

Physician 

Denul 

Prescribed  Drugs 

Laboratory 

X-rays 

Chiropractic 

Clinical  Psychology  —  (only  institutional  as  in  Hospital 

Care     (Inpatient    or     Outpatient).     Other    Organized 

Outpatient  Care,  and  Short-Doyle  Clinic.) 
Assistive  Devices  (e.g.,  crutches,  wheelchairs,  walker,  etc.) 
Blood 

Optometrists 
Home  Health  Agencies 
Christian  Science  Facilities 
Christian  Science  Practitioner 


Hospital  Care  (Inpatient  or  Outpatient) 

Nursing  Home  Care 

Other  Organized  Outpatient  Care 

Prosthetic  or  Orthotic  Applicances 

Physical  or  Occupational  Therapy 

Speech  Therapy 

Essential  Medical  Transporution 

Podiatry 

Optician 

Short-Doyle  Qinic 

Audiologists 

Hearing  AWs 


Instructions  to  Providers: 

This  form  is  to  be  used  to  establish  eligibility  for  Medi-Cal  payment  for  the  persons  listed  on  this  form.  The 
following  verification  is  required:  That  the  patient  has  paid  or  has  assumed  full  legal  obligation  for  payment 
up  to  the  amount  listed  in  the  space  labeled  "Share  of  Cost,"  and  that  the  patient  has  obtained  the  provider's 
declaration  of  acceptance  of  this  responsibility.  The  provider's  signature  meets  this  requirement. 

In  completing  the  form,  please  observe  the  following: 

1.  Be  sure  the  services  listed  were  provided  in  the  month(s)  listed  at  the  top  of  the  form. 

2.  Fill  in  your  name,  provider  license  number,  the  exact  dates  of  service.  Do  not  list  dates  such  as  April  2 
through  April  10  but  list  each  separate  day,  month,  and  year  on  which  services  were  provided. 

3.  In  the  space  marked  "Total  Bill"  enter  the  total  charge  for  service.  Do  not  enter  in  this  space  any  amount 
billed  to  Medicare. 

4.  In  the  "Billed  Patient"  space  list  only  the  amount  the  patient  is  to  pay  or  will  obligate  to  pay.  This 
amount  is  not  to  exceed  the  amount  entered  at  the  top  of  the  form  in  the  "Share  of  Cost"  space.  If  other 
providers  have  made  entries  on  the  form,  make  sure  their  charges  to  the  patient  plus  your  charges  do  not 
exceed  the  amount  in  the  "Share  of  Cost"  space. 

5.  In  the  space  marked  "Billed  Medi-Cal"  .enter  that  portion  of  the  charge  for  service  in  excess  of  the 
"Billed  Patient"  amount.  The  sum  of  the  "Billed  Patient"  and  "Billed  Medi-Cal"  amounts  should  equal 
the  "Total  Bill" 

««:  177-S  r7/76) 
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In  Retrospect 

After  conducting  twenty  reviews  it  is  impor- 
tant to  consider  the  inherent  value  of  the  State 
Medicaid  Eligibility  Operations  review.  Have 
the  State  reviews  been  successful  in  accom- 
plishing their  purposes?  At  the  Federal  level, 
the  information  gained  through  State  review 
has  provided  invaluable  insights  into  the  Medi- 
caid eligibility  process  at  its  most  important 
level  -  where  it  is  implemented.  This  contact 
has  made  the  Medicaid  Eligibility  Branch  more 
sensitive  to  the  administrative  problems  en- 
countered by  the  States  and  can  serve  as  an 
evaluative  basis  for  revision  and  simplication  of 
Federal  Medicaid  policy.  Through  the  identifi- 
cation of  a  State's  weaknesses,  the  Regional 
offices  can  provide  technical  assistance  appro- 
priate to  a  particular  State's  operating  prob- 
lems. In  addition.  States  may  derive  benefits 
through  the  identification  of  exemplary  prac- 
tices and  problem-solving  initiatives  which  have 
been  successfully  implemented  in  other  States. 


Because  of  the  many  positive  comments  re- 
ceived from  States  that  have  been  reviewed,  it 
is  felt  that  these  reviews  have  effectively  assist- 
ed States  in  the  administration  of  Medicaid  eligi- 
bility and  have  facilitated  corrective  action  in 
specific  problem  areas.  To  conclude,  the  State 
Medicaid  Eligibility  Operations  Review  serves 
as  a  valuable  management  tool  which  benefits 
the  States,  the  Regions,  and  Central  office  staff 
in  the  planning,  evaluation,  and  implementation 
of  Medicaid  eligibility. 


Liza  Barnes  is  a  program  analyst  in  the  Division  of  Poli- 
cy and  Standards.  Medicaid  Bureau.  Previously,  she 
worked  at  the  Department  of  Agriculture  in  Food  Stamp 
Quality  Control.  Prior  to  working  for  the  Federal  govern- 
ment, she  was  an  eligibility  supervisor  for  the  Fairfax 
County.  Virginia  Department  of  Social  Services  where  she 
was  responsible  for  eligibility  determinations  for  the 
AFDC,  Medicaid.  General  Assistance  and  Food  Stamp 
Programs.  She  has  also  been  an  eligibility  worker  in  both 
Arlington  and  Montgomery  Counties,  Virginia.  Ms.  Barnes 
received  a  B.S.  in  Sociology  from  Virginia  Polytechnic  In- 
stitute and  State  University. 


28 


COMPREHENSIVE  REVIEW  OF  MEDICAID  ELIGIBILITY 


(EDITOR'S  NOTE:  The  Journal  for  Medicaid 
Management  plans  to  periodically  publish  re- 
ports on  important  research  and  demonstration 
projects  on  the  Medicaid  program.  Considera- 
ble policy  and  program  analysis  is  currently 
performed  for  the  Medicaid  Bureau  by  contrac- 
tors; often  these  studies  are  viewed  by  only  a 
limited  number  of  people.  We  see  the  Journal, 
through  these  extended  reports  and  RADAR, 
reaching  a  wider  audience,  making  them  aware 
of  current  research  and  evaluation,  and  in  this 
way,  fostering  intelligent  discussion  and  debate 
on  the  issues.  We  believe  the  Urban  Systems 
study  on  Medicaid  eligibility  to  be  important 
and  well  done.  Therefore,  rather  than  summa- 
rizing the  findings  in  our  own  words,  we  are 
letting  the  study  speak  for  itself  by  publishing 
the  executive  summary.  In  this  report.  Urban 
Systems  analyzes  and  documents  problems  and 
shortcomings  of  Medicaid's  current  eligibility 
system.  In  addition,  a  range  of  possible  re- 
forms to  remedy  policy  and  administrative 
problems  are  offered.  The  deficiencies  found  by 
Urban  Systems  will  not  be  new  or  surprising  to 
people  working  in  eligibility.  Rather,  the  re- 
port's value  lies  in  its  being  a  systematic  and 
comprehensive  review  of  Medicaid  eligibility. 
As  such,  it  serves  as  a  valuable  reference  work 
and  a  foundation  on  which  future  eligibility 
reform  can  be  built.  Prepared  by:  Urban  Sys- 
tems Research  and  Engineering,  Inc.,  Cam- 
bridge, Massachusetts.) 


Executive  Summary 

Between  1968  and  1976,  Medicaid  expendi- 
tures rose  from  $3.5  billion  to  $14  billion.  Dur- 
ing the  same  time,  the  number  of  Medicaid  re- 
cipients rose  from  11.5  million  to  about  24  mil- 
lion. If  there  had  been  no  increase  in  recipi- 
ents, Medicaid  costs  in  1976  would  have  stood 
at  only  $6.6  billion  even  allowing  for  all  the 
growth  in  medical  prices  and  utilization.  Eligi- 
bility policy,  then,  should  be  of  critical  con- 
cern. Yet  many  people  who  claim  to  be  knowl- 


edgeable about  Medicaid  are  surprisingly  ignor- 
ant about  two  of  its  most  important  aspects — 
who  is  eligible  and  how  that  eligibility  is  deter- 
mined. 

Medicaid  is  one  of  the  most  significant  public 
transfer  programs  available  to  poor  people. 
With  rising  medical  costs,  eligibility  for  Medi- 
caid is  often  more  valuable  than  cash  assist- 
ance. Yet  getting  on  Medicaid  can  be  a  night- 
mare of  red  tape  and  regulations.  Public  under- 
standing of  Medicaid  eligibility  requirements  is 
hampered  because  the  requirements  vary  so  by 
State  and  by  type  of  applicant.  The  rules  are 
even  more  complex  than  those  used  in  cash 
assistance.  And  the  complaints  do  not  end  with 
program  applicants  and  recipients.  State  and 
local  staff  also  complain  that  Medicaid  eligibili- 
ty determination  is  an  administrative  "chamber 
of  horrors." 

What  is  it  about  Medicaid  policy  that  arouses 
confusion  and  frustration  from  recipients  and 
staff  alike?  What  in  the  policy  is  unfair?  And 
what  procedures  are  largely  unworkable? 

This  study,  sponsored  in  1976  by  the  Depart- 
ment of  Health,  Education  and  Welfare 
(DHEW),  was  directed  to  answer  such  ques- 
tions and  to  recommend  a  series  of  alternative 
reforms  to  remedy  the  policy  and  administra- 
tive problems  plaquing  Medicaid  eligibility.  The 
reforms  stop  short  of  what  most  people  call 
National  Health  Insurance;  instead,  the  focus  is 
on  minor  to  major  changes  which  can  be  made 
to  Medicaid. 


•  Medicaid  eligibility  policy  does  not 
encourage  recipients  to  work,  does  not 
promote  family  stability,  and  encour- 
ages unnecessary  institutionalization. 

•  Medicaid  eligibility  policy  is  unfair  and 
inequitable 

—  Many  poor  people  who  need  med- 
ical assistance  cannot  becomx,  eli- 
gible for  Medicaid. 

—  Medicaid  rules  often  cause  two 
applicants   with  identical  income 
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and  assets  to  be  treated  different- 
ly: one  will  be  eligible  for  nil 
Medicaid  benefits  and  the  other 
will  be  totally  ineligible. 

—  There  are  extreme  interstate  dif- 
ferences in  coverage  groups  and 
financial  eligibility  levels. 

•  Medicaid  eligibility  policy  is  so  com- 
plex and  administratively  unworkable 
that  many  States  modify,  or  simply 
ignore,  numerous  Federal  policies. 

•  Responsibility  for  determining  Medi- 
caid eligibility  for  the  aged,  blind,  and 
disabled  is  split  between  the  Social 
Security  Administration  and  the  States. 
This  fragmentation  leads  to: 

—  inconsistent  and  inappropriate 
policies, 

—  frequent  long  delays  in  certifying 
Medicaid  eligibility, 

—  wasteful  duplication  of  effort,  and 

—  undue  confusion  to  recipients. 

It  is  one  of  the  major  causes  of  the 
problems  in  Medicaid  eligibility  today. 
0  Other  causes   of  the  problems  in   the 
Medicaid  eligibility  system  are: 

—  Medicaid  is  required  to  follow  basic 
eligibility  policies  established  for 
the  cash  assistance  programs. 

—  "Workability'^  or  administrative 
feasibility  has  been  of  minor  con- 
cern in  the  establishment  of  eligi- 
bility policy.  State  and  local  input 
to  Federal  policy  development 
has  been  minimal. 

—  Legislation  directed  at  other  pro- 
grams and  human  needs  is  enacted 
without  considering  effects  on  Med- 
icaid eligibility. 

—  Policies  change  too  often. 

—  Federal  financial  support  for  State 
administrative  improvements  is  in- 
adequate and  too  restrictive.  Sanc- 
tions are  ineffective. 

—  Too  few  Federal  resources  are  allo- 
cated for  policy  interpretation  and 
dissemination,  monitoring,  and 
technical  assistance  to  States. 

•  Several        immediate        administrative 
changes  can  alleviate  some  of  the  cur- 


rent  operational  problems,    but   other 
problems  would  remain. 
0  More  substantial  reform  requires  sever- 
al decisions  and  judgments: 

—  Should  Medicaid-only  eligibility 
continue  to  be  closely  linked  to 
cash  assistance? 

—  Should  eligibility  criteria  be  more 
uniform  across  States,  or  should 
States  have  more  flexibility  in  struc- 
turing their  programs  ? 

—  /,s  major  legislative  change  feasible? 
0   Whatever  reform  direction  is  chosen,  a 

clear  understanding  of  the  nature  and 
causes  of  today's  Medicaid  eligibility 
problems  is  crucial  as  policymakers 
consider  welfare  reform  and  national 
health  insurance. 


Medicaid  Policy  is  Unfair  and  Creates 
Adverse  Incentives 

A  summary  cannot  reflect  the  number  and 
scope  of  inequities  and  disincentives  in  Medi- 
caid eligibility  policy.  Medicaid  has  all  the 
problems  faced  by  the  cash  programs  plus  its 
own.  For  example,  interstate  variation  in 
AFDC  and  State  supplementation  to  SSI  seems 
minor  compared  to  the  extreme  differences 
among  States  in  Medicaid  coverage. 

The  following  key  aspects  of  Medicaid  eligi- 
bility policy  demonstrate  the  kinds  of  problems 
which  exist. 


The  Gain  of  $1  in  Income  Can  Mean  the 
Loss  of  Hundreds  of  Dollars  Worth  of 
Medical  Care 

The  most  significant  decision  a  State  makes 
in  its  Medicaid  program  is  whether  or  not  to 
cover  the  medically  needy.  The  absence  of  a 
medically  needy  program  results  in  one  of  the 
most  controversial  and  well-known  inequities  in 
State  Medicaid  programs — one  family  receives 
full  Medicaid  coverage  while  another  with  as 
little  as  $1  additional  income  cannot  qualify. 
This  phenomenon,  called  the  "Medicaid 
notch,"    is    extremely    significant    to    alTected 


30 


families,  because  losing  cash  assistance  eligibil- 
ity means  the  loss  of  several  hundreds  of  dol- 
lars worth  of  medical  protection.  The  "Medi- 
caid notch"  exists  because,  in  those  States 
which  do  not  cover  the  medically  needy,  medi- 
cal expenses  may  not  be  deducted  from  income 
in  order  to  establish  eligibility;  if  income  ex- 
ceeds the  cash  assistance  standard,  an  appli- 
cant is  ineligible,  regardless  of  the  amount  of 
his/her  medical  bills. 


medical  care,  if  Medicaid  eligibility  is  to  be 
maintained.  With  question,  this  100%  benefit 
reduction  rate  creates  significant  disincentives 
for  work. 


In  II  State  without  n  medically  needy 
program,  two  disabled  men  (Mr.  Smith 
and  Mr.  Elkins)  live  in  the  same  hoarding 
house.  Mr.  Smith  has  unearned  income  of 
$200.  This  makes  him  ineligible  for  SSI 
and  Medicaid  since  his  income  less  the 
standard  $20  disregard  is  greater  than  the 
SSI  payment  level  of  $178  ($200- 
$20=$I80).  Mr.  Elkins  has  $190  in 
unearned  income  and  receives  $8  a  month 
from  SSI  ($I90-$20=$I70).  He  therefore 
is  fully  covered  by  Medicaid.  Even 
though  Mr.  Smith's  medical  needs  are 
considerably  grater  than  Mr.  Elkins\  Mr. 
Smith  gets  no  medical  coverage  at  all 
from  the  State. 


Twenty-one   States    do    not    have    medically 
needy  programs. 


Medicaid  Eligibility  Policy  Penalizes 
Working  Families 

A  second  type  of  notch  exists  in  States 
which  have  a  medically  needy  program.  Be- 
cause the  earned  income  disregard  ($30  and 
1/3)  used  for  AFDC  cash  recipients  is  not  used 
for  AFDC-related  medically  needy  recipients, 
and  because  the  medically  needy  income  level 
by  law  cannot  exceed  133  1/3%  of  the  highest 
AFDC  payment,  AFDC  recipients  who  earn 
their  way  off  cash  always  skip  over  the  medical- 
ly needy  level  as  well.  In  order  to  remain  eligi- 
ble for  Medicaid,  such  families  must  spend 
down  to  an  income  level  well  below  the  gross 
income  they  had  while  on  AFDC.  Further,  ev- 
ery additional  dollar  such  a  family  earns  must 
go  to   spend-down   liability,   i.e.,   be   spent   on 


Mrs.  Arnold  and  her  three  children  are 
eligible  for  the  medically  needy  program 
in  State  X.  Medicaid  coverage  is  impor- 
tant to  Mrs.  Arnold  because  she  and  her 
children  are  diabetics.  However,  to  quali- 
fy for  Medicaid,  Mrs.  Arnold  must  spend- 
down  $600  every  six  months.  Mrs.  Ar- 
nold's income  from  work  is  $400  a  month 
and  the  State's  medically  needy  level  is 
$250.  She  gets  to  deduct  $50  a  month  for 
work  expenses.  Every  dollar  above  $300 
that  Mrs.  Arnold  earns  has  to  be  paid 
toward  her  spend-down  liability.  She  is 
offered  a  job  with  more  pay  but  decides 
not  to  take  it  since  she  would  not  get  to 
keep  any  of  the  extra  money. 


Medicaid  Encourages  Unnecessary 
Institutionalization 

The  Medicaid  program  should  promote  the 
rehabilitation  and  independence  of  recipients. 
Yet  SSI's  policy  (and  thus  Medicaid's  policy  in 
most  States)  on  relatives'  responsibility  encour- 
ages rather  than  discourages  institutionali- 
zation. 

Under  SSI,  income  is  "deemed"  to  be  mu- 
tually available  between  spouses  only  so  long 
as  they  live  in  the  same  household.  When  ap- 
plied to  institutionalization,  this  means  that  a 
spouse's  income  is  not  deemed  available  to  an 
applicant  who  is  institutionalized  in  a  medical 
facility  for  longer  than  one  month. 

Because  of  this  policy,  even  wealthy 
spouses  can  get  Medicaid  coverage  for  an  in- 
firm spouse  in  a  medical  institution;  the  income 
and  resources  of  the  spouse  at  home  will  not 
be  considered  in  the  eligibility  determination 
process.  This  policy  has  a  similar  impact  on 
parents  with  disabled  children.  Clearly,  the  pol- 
icy creates  strong  incentives  to  institutionalize 
an  elderly  spouse  or  disabled  child  in  order  to 
reduce  the  financial  burden  upon  the  family. 
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Mr.  and  Mrs.  Hopper  live  on  his  pen- 
sion of  5^50  per  month.  Mrs.  Hopper  has 
had  a  stroke  and  is  permanently  disabled. 
Upon  advice  of  his  physician  and  his  at- 
torney, Mr.  Hopper  puts  her  in  an  inter- 
mediate care  facility.  After  one  month, 
Mr.  Hopper  is  no  longer  responsible  for 
her,  and  Mrs.  Hopper  becomes  eligible 
for  SSI  benefits  and  Medicaid. 


Eligibility  policies  like  deeming  often  are 
developed  without  considering  their  impact  on 
the  institutionalized.  If  one  considers  only 
numbers  of  recipients,  this  approach  is  justi- 
fied; only  six  percent  of  recipients  receive  long 
term  care.  But  in  terms  of  dollars  expended, 
this  approach  is  misdirected;  over  forty  percent 
of  all  Medicaid  dollars  are  now  spent  on  insti- 
tutionalized persons.  Medical  payments  for  in- 
stitutionalized aged  persons  exceed  SSI  cash 
payments  to  all  aged  persons.  Thus,  trying  to 
piggyback  Medicaid  eligibility  policy  for  institu- 
tionalized persons  onto  the  rules  used  for  the 
cash  programs  is  short-sighted. 


Many  People  Who  Need  Medical  Care 
Cannot  Become  Eligible  Because  of 
Medicaid's  Categorical  Approach 

Even  if  a  State  has  a  medically  needy  pro- 
gram, just  being  poor  will  not  make  people  eli- 
gible for  Medicaid.  Because  Medicaid  uses  the 
"categorical  approach"  of  the  cash  assistance 
programs,  significant  numbers  of  the  poor  popu- 
lation have  no  way  to  qualify  for  Medicaid  ben- 
efits. These  include  working-age  adults  with  no 
children  and  two-parent  families  in  most  States. 
It  is  one  thing  to  decide  that  such  families  and 
persons  will  not  be  eligible  for  cash  assistance, 
but  it  is  quite  another  to  exclude  them  from 
medical  care. 


A  child  needs  a  back  brace  and  continu- 
ous medical  services  for  several  years  to 
correct  a  slight  curvature  of  the  spine.  He 
is  one  of  three  children.  Both  parents 
work  full-time,  but  their  annual  income 
amounts  to  $7,000.    Unless  the  State  in 


which  they  live  has  a  medical  assistance 
program  for  low-income  children  under 
twenty-one  years  of  age,  there  is  no  way 
this  child  could  become  eligible  for  Medi- 
caid. Only  sixteen  States  and  the  District 
of  Columbia  have  this  program.  In  all 
other  States,  the  child  can  be  covered 
only  if  the  father  deserts. 


Adults  also  suffer  from  the  categorical  ap- 
proach. Unless  a  single,  poor,  working-age 
adult  is  so  disabled  that  (s)he  is  likely  to  die  or 
to  be  severely  incapacitated  for  at  least  a  year, 
there  is  no  chance  for  Medicaid  eligibility. 
Even  though  the  primary  objective  of  the  Med- 
icaid legislation  is  "rehabilitation,"  the  actuali- 
ty is  that  poor  adults  who  need  short-term  med- 
ical care  to  become  healthy  and  productive  are 
out  of  luck. 


A  woman  with  a  severe  skin  condition 
was  told  by  her  doctor  that  she  could  be 
cured  with  corrective  treatment.  Howev- 
er, SSA  denied  her  disability  application 
because  her  condition  is  treatable.  Thus, 
the  woman  faces  a  ''Catch-22'^  situation: 
she  cannot  become  eligible  for  Medicaid 
because  her  disability  can  be  corrected, 
yet  without  medical  assistance,  she  can- 
not afford  the  medical  care  to  remove  the 
disability. 


Medicaid  Eligibility  is  an  Administrative 
Nightmare 


State  fact-finding  reviews  by  eligibility 
staff  from  f/EVV's  Medicaid  Bureau, 
which  specifically  focused  on  Medicaid 
policy,  identified  108  possible  compliance 
issues  in  fourteen  States.  A  recent  GAO 
audit  report  on  Medicaid  states  that  be- 
tween October  1969  and  September  1974 
there  were  2,300  reported  instances  of 
non-compliance  (1,100  separate  issues)  in 
the  Medicaid  program. 


The  equity  and  incentive  problems  in  Medi- 
caid are  at  times  dwarfed  by  the  administrative 
difficulties  in  eligibility  determination.  It  is  not 
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possible  to  review  here  all  the  administrative 
problems  in  the  Medicaid  eligibility  determina- 
tion process.  The  few  examples  given  below 
should  convey  the  flavor  of  the  administrative 
chaos-  that  exists  at  the  State  and  local  level  in 
their  attempts  to  apply  Federal  law  and  regula- 
tions. 


Federal  Regulations  for  Medicaid 
Eligibility  are  Incomprehensible 

A  Federal  judge  made  these  comments  fol- 
lowing a  recent  Medicaid  court  case: 


As  program  after  program  has  evolved, 
there  has  developed  a  degree  of  complexi- 
ty in  the  Social  Security  Act  and  particu- 
larly the  regulations  which  makes  them 
almost  unintelligible  to  the  uninitiated. 
There  should  be  no  such  form  of  refer- 
ence as  ''45C.F.R.  248.3  (c)  (I)  (ii)  (B) 
(2)"  discussed  below:  a  draftsman  who 
has  gotten  himself  into  a  position  requir- 
ing anything  like  this  should  make  a  fresh 
start.  Such  unintelligibility  is  doubly  un- 
fortunate in  the  case  of  a  statute  dealing 
with  the  rights  of  poor  people.  * 


The  Federal  regulations  on  Medicaid  eligibili- 
ty often  confuse  rather  than  clarify  Federal  law 
and  policy.  The  format  and  style  is  extremely 
confusing;  long,  rambling  sections  and  exten- 
sive cross-referencing  make  it  difficult  for  one 
to  grasp  the  flow  of  a  policy  statement.  This 
problem  is  compounded  by  the  lack  of  section 
headings  and  the  inadequate  indexing.  The  un- 
intelligibility of  the  regulations  heightens  the 
frustrations  States  feel  in  trying  to  administer 
the  Medicaid  program. 

Because  the  Federal  law  and  regulations  are 
so  poorly  written,  Medicaid  eligibility  policy  is 
open  to  considerable  interpretation.  If  this  lack 
of  clarity  were  designed  to  give  States  leeway 
in  policy  implementation,  then  perhaps  it  would 


not  be  a  great  problem.  However,  the  regula- 
tions are  frequently  interpreted  quite  specifical- 
ly by  Federal  authorities  and  in  the  courts. 
Consequently,  much  State  and  Federal  staff 
time  is  expended  interpreting  and  reinterpreting 
Federal  regulations.  Lacking  clear  guidance 
from^the  regulations.  States  often  implement 
Federal  policy  incorrectly;  policy  interpreta- 
tions vary  among  regions.  States,  counties,  and 
eligibility  workers,  causing  even  more  inequi- 
ties. 


*  Friedman  vs.  Berger,  New  York,  28080,  1976. 


Federal  Policy  for  Medicaid  Eligibility  is 
Often  Unworkable 

Not  only  is  Federal  Medicaid  policy  difficult 
to  understand,  but  also  much  of  it  is  so  com- 
plex as  to  be  unworkable.  The  steps  involved 
in  figuring  out  whether  an  applicant  is  eligible 
are  often  unclear.  The  most  troublesome  areas 
include: 

•  determining  spend-down  cases, 

•  establishing  the  medically  needy  level, 

•  determining    eligibility    for    retroactive 
coverage, 

•  treatment  of  income  and  resources, 

•  pursuit  of  third  party  liability, 

•  determining  residency,  and 

•  determining  eligibility  for  extended  cov- 
erage. 

States  are  not  complying  with  many  of  the 
requirements  in  these  areas  simply  because 
they  do  not  understand  them  clearly  or  because 
the  requirements  are  administratively  infeasi- 
ble.  Some  requirements  cause  a  great  deal  of 
confusion  and  are  a  waste  of  workers'  time. 
Often  there  is  just  no  simple  way  to  carry  out 
the  eligibility  determination  process. 

Administrative  ease  of  implementation  has 
never  been  a  major  concern  in  developing  Med- 
icaid policy.  Generally,  the  major  concern  in 
Congressional  policymaking  has  been  to 
achieve  equity  or  create  certain  incentives. 
Often,  the  administrative  problems  created  by 
such  policies  far  outweigh  the  benefits  they 
provide. 
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Severe  Understaffing  Compounds 
Medicaid's  Administrative  Problems 

Because  Medicaid  policy  is  complex  and 
difficult  to  implement,  nothing  is  more  impor- 
tant to  the  success  of  the  program  than  an  ade- 
quate number  of  well-trained  and  qualified 
staff.  Yet  the  administration  of  Medicaid  eligi- 
bility has  been  a  low  priority  at  every  level  of 
the  program,  from  HEW's  Central  Office  to 
State  and  local  Medicaid  agencies.  There  are 
not  enough  staff  who  understand  Medicaid  eli- 
gibility well  at  any  level;  furthermore,  little 
incentive  exists  for  States  to  change  the  situa- 
tion because  of  the  matching  rate  for  program 
administration.  Medicaid  eligibility  workers  in 
many  States  have  extremely  low  pay,  high 
caseloads,  and  no  career  potential  in  their  jobs. 

At  the  Federal  level,  there  are  only  five  Med- 
icaid eligibility  specialists  to  respond  to  the 
continuous  requests  for  technical  assistance 
from  the  States,  to  develop  policy  interpretive 
materials,  to  write  the  Medicaid  regulations,  to 
perform  eligibility  training,  and  to  conduct 
State  eligibility  reviews.  Compared  to  the  num- 
ber of  eligibility  specialists  in  other  transfer 
programs,  Medicaid  is  severely  understaffed, 
despite  its  complexity  and  the  billions  of  dol- 
lars involved. 


Lack  of  Coordination  Between  SSI  and 
Medicaid  Has  Complicated  Medicaid 
Eligibility 

On  January  1,  1974,  funding  and  administra- 
tive responsibility  for  basic  cash  assistance  to 
the  aged,  blind,  and  disabled  was  removed 
from  State  agencies  and  placed  at  the  Federal 
level  in  the  Social  Security  Administration.  The 
administration  of  Medicaid,  however,  remained 
the  responsibility  of  the  States,  and  States  con- 
tinued to  assume  major  fiscal  responsibility  for 
Medicaid.  This  division  of  responsibility  has 
caused  tremendous  problems  for  Medicaid  pro- 
gram administration. 


ance  recipients  were  automatically  eligible 
for  Medicaid.  With  SSI,  States  were  given 
three  options  with  regard  to  Medicaid  eli- 
gibility. Twenty-eight  States  now  make 
Medicaid  eligibility  automatic  for  all  per- 
sons determined  eligible  for  SSI;  seven 
States  use  SSI  criteria  in  determining  eli- 
gibility but  they  require  a  separate  appli- 
cation for  Medicaid:  and  fifteen  States 
require  a  separate  application  for  Medi- 
caid and  use  different  eligibility  criteria 
from  SSI.  These  different  options  cause 
greater  inequities  among  States  in  their 
Medicaid  coverage,  and  Medicaid  eligibili- 
ty is  even  more  complex  to  administer 
and  even  more  confusing  to  recipients. 


Regardless  of  which  option  a  State  uses,  all 
State  Medicaid  agencies  are  largely  dependent 
on  the  Social  Security  Administration  for  deci- 
sions regarding  cash  assistance  and  categorical 
eligibility.  However,  a  lack  of  coordination 
between  SSA  and  States  results  in  frequent 
duplication  of  effort  between  the  two  agencies. 
Often  States  do  not  receive  timely  and  accurate 
information  from  SSI;  they  are  then  forced  to 
require  SSI  applicants  and  recipients  to  repeat 
the  application  process  for  Medicaid  purposes. 
Disability  cases  are  particularly  a  problem. 
SSA's  disability  decisions  are  frequently  de- 
layed, causing  State  Medicaid  agencies  to  go 
ahead  and  make  disability-related  eligibility 
decisions  (often  erroneously)  so  that  at  least 
Medicaid  services  can  be  provided. 


Conversion  to  SSI  complicated  Medi- 
caid for  the  aged,  blind,  and  disabled. 
Before  the  SSI  program  went  into  effect, 
all  aged,   blind,  and  disabled  cash  assist- 


Much  confusion  between  SSA  and 
State  Medicaid  programs  results  because 
of  problems  with  SSA 's  State  Data  Ex- 
change (SDX)  system,  the  key  informa- 
tion transmittal  system  for  SSA.  The  data 
that  SSA  sends  to  the  States  on  the  SDX 
data  file  is  frequently  inaccurate,  untime- 
ly, and  difficult  to  decipher.  States  get 
much  data  they  do  not  need,  while  other 
more  important  types  of  information  are 
not  included  in  the  system  at  all.  Federal 
and  State  Medicaid  staff  are  also  poorly 
trained  in  how  to  use  the  SDX.  Since  the 
SDX  is  the  main  source  of  information  on 
the  greatest  utilizers  of  Medicaid  services 
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(i.e.,  adult  recipients),  the  SDX  should 
contain  exactly  the  data  State  Medicaid 
agencies  need,  and  States  should  receive 
thorough  training  in  how  to  use  it. 


Coordination  problems  also  extend  into  the 
policy  area.  There  are  several  policy  conflicts 
between  Medicaid  and  SSI.  For  example,  con- 
flicts exist  in: 

•  how   each    agency    treats   deeming   and 
relatives'  responsibility, 

•  how  the  transfer  of  assets  prior  to 
application  is  handled, 

•  how  the  family  unit  is  defined, 

•  how  optional  supplements  by  the  States 
to  the  basic  SSI  grant  are  regarded, 

•  how   grandfathered    cases    are    treated, 
and 

•  how  residency  is  handled. 


Poor  SSI/Medicaid  Coordination 
Severely  Affects  Adult  Medicaid 
Recipients 

SSA  staff  are  inadequately  trained  in  how 
Medicaid  works.  Neither  are  Medicaid  person- 
nel sufficiently  familiar  with  SSI.  Because  of 
the  misunderstandings  on  both  sides,  the  quali- 
ty of  referrals  is  generally  poor.  SSA  staff  can- 
not explain  how  Medicaid  works  to  SSI  recipi- 
ents, so  that  frequently  recipients  do  not  under- 
stand how  to  use  their  Medicaid  cards.  Similar- 
ly, Medicaid  staff  often  are  confused  about 
when  they  should  coordinate  with  SSI  on  case 
actions.  All  too  often,  aged,  blind,  and  disabled 
applicants  are  caught  between  the  two  systems, 
not  knowing  which  one  to  turn  to  for  what.  If 
it's  not  clear  to  the  staff  in  both  agencies  how 
Medicaid  and  SSI  should  relate,  then  it's  not 
difficult  to  imagine  how  confused  recipients  can 
become. 


In  twenty-two  States  all  SSI  recipients 
have  to  go  through  a  separate  application 
process  for  Medicaid.  In  all  States,  new 
SSI  recipients  must  file  separate  applica- 
tions with  the  Medicaid  agency  if  they 
want  retroactive  Medicaid  coverage:   the 


Medicaid  agency  also  handles  SSI  long 
term  care  cases  in  all  the  States.  Both 
agencies  are  then  involved  with  these  cas- 
es, usually  to  the  confusion  of  each  other 
and  the  beneficiaries.  Aged,  blind,  and 
disabled  people  are  perhaps  the  least  able 
to  deal  with  two  agencies,  especially  when 
they  must  travel  to  different  offices  to 
complete  application  forms. 


Substantial  Non-Compliance  with 
Federal  Eligibility  Policy  Exists  Among 
State  Medicaid  Programs 

With  the  enormous  administrative  problems 
plaguing  the  Medicaid  program — the  confusing 
Federal  regulations,  the  many  eligibility  provi- 
sions which  are  totally  unworkable,  the  lack  of 
coordination  with  SSI,  and  the  inadequate 
staffing — it  should  not  be  surprising  that  many, 
if  not  all.  States  are  out  of  compliance  with 
Federal  policy  on  a  number  of  issues.  One  typ- 
ical example  is: 


In  August  1972,  a  major  increase  in  Ti- 
tle II  benefits  was  passed  by  Congress. 
Congress  also  decided  that  this  particular 
increase  should  not  cause  any  recipients 
to  lose  their  Medicaid  eligibility.  To  this 
day,  all  States  are  still  supposed  to  disre- 
gard the  August  1972  Social  Security  in- 
crease when  determining  current  Medicaid 
eligibility  for  persons  who  would  have 
been  eligible  for  it  at  the  time.  To  use  this 
particular  disregard,  workers  must  recon- 
struct a  Medicaid  applicant's  eligibility 
status  in  August  1972.  Not  one  State  visit- 
ed by  Medicaid  Bureau  or  USR&E  staff 
over  the  last  two  years  appeared  to  be 
complying  with  this  requirement. 


Rampant  non-compliance  in  Medicaid  eligibil- 
ity is  a  major  administrative  problem  in  and  of 
itself.  But  the  numerous  compliance  issues  dis- 
covered in  the  last  few  years  emphasize  both 
the  lack  of  adequate  Federal  guidance  and 
monitoring  and  the  fact  that  administrative  fea- 
sibility has  rarely  been  considered  when  poli- 
cies are  established. 
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The  Five  Reform  Packages 

Medicaid  eligibility  needs  reform.  The  inequi- 
ties, adverse  incentives,  and  administrative 
chaos  must  be  addressed.  But  there  is  little 
agreement  on  several  basic  questions  about 
what  shape  reform  should  take: 

•  Should  Medicaid-only  eligibility  contin- 
ue to  be  closely  linked  to  cash  assist- 
ance? 

•  Should  eligibility  criteria  be  more  uni- 
form across  States,  or  should  States 
have  more  flexibility  in  structuring  their 
program? 

•  Is  major  legislative  change  to  Medicaid 
feasible,  especially  with  all  the  attention 
on  welfare  reform  and  national  health 
insurance  proposals? 

Literally  hundreds  of  specific  suggestions  for 
"reforms"  were  reviewed  in  the  course  of  this 
study.  But,  because  of  disagreement  over  the 
basic  questions,  the  specific  suggestions  were 
often  contradictory.  To  capture  the  range  of 
alternatives  available  to  policymakers,  the 
many  individual  suggestions  were  organized 
into  five  internally  consistent  packages,  each  of 
which  answers  the  basic  questions  in  a  different 
way.  The  five  reform  packages  are: 

A.  The  Administrative  Reform  Package; 

B.  Minor    and    Technical    Medicaid    Re- 
forms; 

C.  Major  Cross-Program  Standardization; 

D.  The    Minor    State    Flexibility    Reform 
Package;  and 

E.  Major  State  Flexibility  for  Medicaid. 

As  the  exhibit  on  the  next  page  shows,  these 
reform  packages  lie  along  a  single  continuum, 
ranging  from  "Major  Cross-Program  Standardi- 
zation" at  one  extreme,  to  "Major  State  Flexi- 
bility" at  the  other. 

Packages  B  and  C  envision  a  stronger  Feder- 
al role  and  a  more  uniform  program  across 
States;  Packages  D  and  E  allow  States  them- 
selves to  try  to  solve  problems  which  have  not 
appeared  to  be  solvable  on  the  national  level. 
However,  Package  A,  The  Administrative  Re- 
form Package,  stands  alone  and  should  be  im- 
plemented regardless  of  the  direction  of  other 
policy  changes. 


The    following    discussion    describes     very 
briefly  the  content  of  the  reform  packages. 


A.  Administrative  Reform  Package 

This  package  focuses  on  an  assortment  of 
administrative  problem  areas  in  Medicaid  eligi- 
bility, including  among  others: 

•  misunderstanding  at  all  levels  of  opera- 
tion, 

•  poorly-written  Federal  regulations,  and 

•  lack  of  coordination  between  Medicaid 
and  SSI. 

The  major  thrust  of  this  package  is  to  correct 
those  aspects  of  Medicaid  program  administra- 
tion which  are  acutely  in  need  of  reform  but  do 
not  require  significant  legislative  or  regulatory 
change.  The  reforms  in  this  package: 

—  do  not  affect  the  policies  or  administra- 
tion of  the  cash  assistance  programs, 

—  will  not  result  in  significant  increases  in 
program  costs, 

—  do  not  depend  upon  decisions  about 
what  direction  future  reforms  should 
take, 

—  will  require  additional  administrative 
resources, 

—  are  essentially  value-free,  and 

—  are  the  least  difficult  to  implement  of  the 
five  reform  packages. 

This  reform  package  should  be  and  can  be 
implemented  regardless  of  whether  or  not  any 
other  reforms  are  enacted. 


B.  Minor  and  Technical  Medicaid 
Reforms 

This  package  consists  of  a  series  of  relatively 
minor  amendments  to  Title  XIX  law  and  regu- 
lations which  would  increase  the  efficiency  of 
administration  and  equity  of  the  program  with- 
out necessitating  major  legislative  or  regulatory 
change  in  Medicaid  or  the  cash  programs. 
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The  specific  goals  of  this  package  are  to: 

—  eliminate  certain  inequitable  eligibility 
criteria, 

—  amend  particularly  complex  and  difficult- 
to-administer  Medicaid  eligibility  provi- 
sions, and 

—  increase  uniformity  in  Medicaid  cover- 
age. 


C.  Major  Cross-Program 
Standardization 

This  reform  package  consists  of  very  major 
reforms  to  both  the  cash  assistance  and  Medi- 
caid programs  which  would  achieve  considera- 
ble uniformity  in  Medicaid  coverage  across 
programs  and  across  States. 

By  substantially  changing  Titles  IV-A,  XVI, 
and  XIX  of  the  Social  Security  Act,  the  re- 
forms would  involve: 

—  simplification  and  standardization  of  eli- 
gibility criteria  and  procedures  for  Title 
XIX, 

—  consolidation  and  standardization  of  eli- 
gibility criteria  and  procedures  across  all 
major  transfer  programs,  and 

—  expansion  and  uniformity  of  Medicaid 
coverage  groups. 

The  costs  of  this  package  would  be  substan- 
tial, but  the  changes  proposed  would  vastly 
improve  the  equity  of  Medicaid  eligibility  for 
poor  people.  This  reform  would  help  move 
public  health  care  financing  closer  to  some 
form  of  National  Health  Insurance. 


D.  The  Minor  State  Flexibility  Reform 
Package 

Reform  Packages  B  and  C  would  tend  to 
standardize  Medicaid  nationwide  and  would 
reduce  State  flexibility  in  implementing  the 
program.  More  uniform  standards,  however, 
would  severely  reduce  State  control  over  pro- 
gram costs.  In  adc'  'icn,  uniform  national  pro- 
grams tend  not  to  be  jesponsive  to  particular 
conditions  in  each  State  or  to  special  needs  of 
recipients. 


State  governments  are  closer  to  their  constit- 
uents than  is  the  Federal  government,  and 
States  are  painfully  aware  that  policy  cannot  be 
implemented  without  workable  administrative 
procedures.  Therefore,  the  thrust  of  Packages 
D  and  E  is  to  simplify  and  improve  Medicaid 
eligibility  by  giving  greater  flexibility  to  the 
States. 

In  Package  D,  the  basic  Federal/State  struc- 
ture of  the  Medicaid  program  would  not  be 
changed,  but  States  would  be  given  greater 
flexibility  in  certain  specific  areas  of  Medicaid 
eligibility  policy. 


E.  Major  State  Flexibility  for  Medicaid 

This  reform  package  calls  for  a  radical  re- 
structuring of  the  medically  needy  program. 
Beyond  the  cash  assistance  population.  States 
would  be  free  to  establish  their  own  Medicaid 
eligibility  rules.  State  Medicaid  programs  would 
be  required  to  cover  all  cash  assistance  recipi- 
ents automatically,  and  Federal  matching  for 
this  group  would  be  unlimited  (as  at  present.) 
For  Medicaid  coverage  of  non-cash  recipients, 
the  amount  of  Federal  funds  available  to  each 
State  would  be  limited  in  a  manner  similar  to 
that  currently  used  for  Title  XX. 


Above  All  Else,  Medicaid  Reform 
Should  Avoid  the  Mistakes  of  the  Past 

Regardless  of  what  exact  changes  are  made 
to  Medicaid  eligibility,  there  are  major  lessons 
to  be  learned  from  the  past  ten  years  of  experi- 
ence; not  building  on  these  lessons  would  be 
the  worst  mistake  that  could  be  made  in  re- 
forming the  Medicaid  system.  Three  points 
seem  especially  worthy  of  mention. 

First,  the  cash  assistance  programs  should 
not  continue  setting  Medicaid  policy.  Medicaid 
costs  now  exceed  SSI  and  AFDC  combined.  At 
a  minimum,  careful  attention  has  to  be  given  to 
the  impacts  of  any  change  in  cash  assistance 
policy  for  the  Medicaid  program.  This  is  parti- 
cularly true  for  eligibility  policies  which  may 
affect  the  institutionalized.  Medicaid  has  to  be 
of  utmost  consideration  if  for  no  other  reason 
than  cost. 
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Second,  administration  and  the  ''workabili- 
ty'' of  eligibility  provisions  must  receive  due 
attention.  Some  equity-related  reforms  may  not 
be  worth  the  administrative  cost. 

Third,  States  should  be  in  on  the  planning  for 
whatever  changes  are  made.  In  the  past.  States 
have  not  been  given  adequate  opportunity  to 
provide  input  to  Federal  Medicaid  policy. 
Many  problems  caused  by  eligibility  policies 
could  possibly  have  been  avoided  if  State  Med- 
icaid staff  had  been  more  involved  in  the  policy 
formulation. 

If  Welfare  Reform  becomes  a  reality  in  the 
near  future,  these  three  points  are  particularly 
important.  Unfortunately,  the  details  of  Presi- 
dent Carter's  Welfare  Reform  proposal  became 
available  too  late  to  be  considered  in  the  study. 
However,  Welfare  Reform  unquestionably 
would  have  a  major  impact,  for  good  or  bad, 
on  Medicaid  eligibility.  And  it  would  be  a 
shame  not  to  have  learned  from  the  SSI  experi- 


ence that  Medicaid  implications  must  be  explic- 
itly considered  whenever  eligibility  policy  is 
under  review. 

(Copies  of  the  complete  report  are  available 
from: 

Division  of  Analysis  and  Evaluation 
The  Medicaid  Bureau/HCFA/DHEW 
Room  4512,  Mary  E.  Switzer  Building 
330  "C  Street,  S.W. 
Washington,  D.C.  20201 

Attention:  Pat  Barber 

When  requesting  a  copy  of  the  complete  re- 
port, please  indicate  that  you  have  already  read 
the  Executive  Summary.  For  further  informa- 
tion, please  contact  the  Project  Officer,  Ed 
Neuschler,  or  the  Eligibility  Policy  Branch,  at 
the  address  given.) 
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MEDICAID  QUALITY  CONTROL  INTERNAL  MONITORING  SYSTEM 


BY  MARION  N.  STEFFY  AND  SALLY  E.  RYAN 


(EDITOR'S  NOTE:  We  believe  the  work  done 
in  Indiana  contains  valuable  lessons  for  other 
States.  The  article  mentions  early  on  that  Indi- 
ana 's  Medicaid  Eligibility  Quality  Control  pro- 
gram was  not  locating  many  erroneous  pay- 
ments caused  by  errors  in  eligibility  determina- 
tion, and  this  led  them  to  try  other  approaches 
toward  reducing  Medicaid  misspending,  such  as 
monitoring  provider  and  county  office  perform- 
ance through  the  use  of  QC  samples.  Indiana's 
good  performance  in  the  area  of  eligibility  de- 
termination is  borne  out  by  Medicaid  Eligibility 
Quality  Control  findings.  For  the  April-Sep- 
tember 1976  period,  1.1%  of  Indiana's  Medi- 
caid dollars  were  classified  as  ''spent  in  error, " 
compared  to  a  national  average  of  8.6%.  For 
the  July-December  1976  period,  the  AFDC-QC 
error  rate  was  2.3%,  compared  to  a  national 
average  of  8.5%. 

What  we  find  innovative  is  the  concept  be- 
hind Indiana's  program — that  of  using  QC 
monitoring  and  data  gathering  capability  to  col- 
lect random  sample  information  on  other  poten- 
tial problem  areas  in  the  program.  Through  use 
of  a  random  sample,  a  State  should  be  able  to 
identify  the  size  and  nature  of  potential  prob- 
lems, in  order  to  better  determine  what  correc- 
tive actions  to  take.  Random  samples  can  also 
show  that  a  problem  does  not  exist,  as  is  hap- 
pening in  some  program  areas  in  Indiana.  In 
addition,  it  appears  Indiana's  method  is  effec- 
tively monitoring  nursing  home  billing  practices 
and  county  office  performance  in  making  Third 
Party  Liability  determinations.) 


Introduction 

When  Medicaid  Quality  Control  (MQC)  was 
implemented   in    Indiana    in    1975,    Wayne    A. 


Stanton,  Administrator  of  the  Indiana  Depart- 
ment of  Public  Welfare,  recognized  that  the 
unique  features  of  the  Medicaid  program  meant 
that  a  new  approach  to  QC  was  called  for. 
Experience  in  the  Aid  to  Families  with  De- 
pendent Children  (AFDC)  and  Food  Stamp 
Quality  Control  programs  had  shown  that  re- 
view findings  and  corrective  actions  could  lo- 
cate and  rectify  mispending  using  the  simple 
classification  of  client  vs.  agency  errors. 
However,  this  approach  was  less  than  ideal  for 
Medicaid.  Under  MQt,  the  discovery  of  local 
agency  errors  and  client  inaccuracies  continued, 
but  the  number  of  ineligible  persons  discovered 
was  nominal.  Indiana  realized  its  MQC  program 
was  not  reviewing  all  aspects  of  the  Medicaid 
misspending  problem.  Simultaneously,  as  a  re- 
action to  accounts  of  provider  fraud  and  waste 
in  the  Medicaid  program,  there  was  a  push  for 
tighter  controls  on  spending.  As  a  result,  Indi- 
ana redirected  and  expanded  the  scope  of  MQC 
beyond  that  required  by  the  Federal  govern- 
ment. 

The  intent  of  MQC  review  under  Federal 
regulations  is  to  focus  on  recipient  eligibility 
and  liability.  However,  the  Administrator  rec- 
ognized the  vital  role  Medicaid  providers 
played  in  assuring  the  accurate  expenditure  of 
Medicaid  funds.  As  a  result,  the  Indiana  De- 
partment of  Public  Welfare  extended  MQC  to 
collect  information  on  provider  related  areas. 
In  addition,  review  of  local  agency  procedural 
requirements  was  expanded  beyond  that  re- 
quired under  Federal  regulati^^ns.  The  goal  of 
this  expanded  MQC  program  was  to  bring 
about  the  procedural  changes,  policy  clarifica- 
tions, and  system  refinement  necessary  to  min- 
imize inaccurate  payments  to  Medicaid  provi- 
ders. 

This  process  became  known  as  Medicaid 
Quality  Control  internal  monitoring.   The  sys- 
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tern  precipitated  Indiana's  Suspected  Medicaid 
Abuse-Misuse  Referral  System,  as  well  as  its 
Third  Party  Liability  Referral  System. 


Background 

Title  XIX  of  the  Social  Security  Act  requires 
that  the  Department  of  Health,  Education  and 
Welfare  (HEW)  assure  proper  and  efficient 
administration  of  the  Medicaid  program  by  the 
States.  In  1973,  HEW  regulations  required  in- 
tensive State  Quality  Control  efforts  for  the 
AFDC  program  (Title  IV-A).  In  1975,  HEW  ini- 
tiated the  Medicaid  Quality  Control  program. 
This  validation  program  was  designed  to  enable 
States  to  calculate  the  percentage  of  cases  in 
which  there  was  an  error  in  eligibility  determi- 
nation and  what  percentage  of  total  dollars 
spent  was  inappropriate  as  a  result  of  these 
errors.  There  are  three  error  classifications:  the 
recipient  is  ineligible;  recipient  liability  is  un- 
derdetermined;  and  recipient  liability  is  over- 
determined. 

The  Quality  Control  program  calls  for  pulling 
a  random  sample  of  paid  Medicaid  claims,  and 
determining  whether  the  eligibility  and  payment 
status  on  those  claims  is  correct.  In  Indiana,  the 
size  of  the  sample,  as  determined  by  HEW,  is 
275  reviews  per  six  month  reporting  period.' 
This  sample  size  is  based  on  the  total  monthly 
Medicaid  caseload  (those  receiving  Medicaid 
services)  excluding  those  receiving  AFDC  mo- 
ney grants,2  or  receiving  SSI  payments,  where 
SSI  eligibility  is  determined  by  the  Federal  gov- 
ernment. This  caseload  works  out  to  approxi- 
mately 40,000  in  Indiana. 

The  first  reporting  period  began  October 
1975,  and  Indiana  is  now  concluding  its  fourth 
six  month  sample.  In  that  time,  over  1,100 
Medicaid  reviews  have  been  completed. 

As  knowledge  and  interest  grew  in  the  MQC 
program,  and  a  knowledge  of  its  potential  for 
producing  a  clearer  picture  of  provider  related 
activities,  Indiana  added  its  own  supplemental 


'(Editor's  Note:  Among  the  changes  to  MEQC  planned  by 
HEW  will  be  an  increase  in  sample  size  to  improve  the 
statistical  confidence  level.) 

^Those  people  receiving  AFDC  cash  grants  are  covered 
under  the  AFDC  QC  program. 


review  requirements.  All  of  these  supplemental 
requirements  were  in  place  by  June,  1976.  As  a 
result  of  these  activities,  referrals  for  suspected 
provider  abuse-misuse  from  the  Quality  Control 
Section  to  the  Medicaid  Division  began  in  July, 
1976.  Beginning  in  November,  1976,  these  re- 
ferrals were  made  on  a  routine  basis.  As  of 
October  31,  1977,  355  referrals  have  been 
made.  Of  these,  sixty-three  concerned  unau- 
thorized or  excessive  charges,  105  concerned 
personal  accounts  in  nursing  homes,  and  155 
covered  the  problem  of  providers  not  asking  to 
view  a  Medicaid  card. 


Putting  the  System  into  Place 

Indiana's  internal  monitoring  system 
evolved  gradually  in  response  to  concerns  of 
Quality  Control  and  Medicaid  staff.  A  certain 
amount  of  internal  monitoring  had  already  been 
developed  to  supplement  the  AFDC-QC  reviews 
prior  to  the  implementation  of  MQC.  This  re- 
view tended  to  focus  on  local  agency  proce- 
dures required  under  State  policy  such  as  the 
timeliness  of  the  application  and  redetermina- 
tion process. 

Using  the  random  sample  attached  to  the  QC 
program,  policy  and  program  development  staff 
were  able  to  collect  information  on  issues 
where  data  had  previously  been  unavailable. 
With  the  return  of  initial  MQC  findings,  admin- 
istrative staff  from  the  Public  Assistance  Divi- 
sion Policy  and  Program  Development  Section, 
the  Quality  Control  Section,  and  the  Medicaid 
Division  began  to  consider  what  additional  data 
would  prove  beneficial  to  the  Medicaid  pro- 
gram. Areas  of  concern  were  provider  and  re- 
cipient accountability.  Where  interest  was  ex- 
pressed in  a  particular  area,  or  where  additional 
data  needs  became  apparent.  Quality  Control 
responded  by  adding  this  function  to  its  moni- 
toring responsibilities. 

With  the  beginning  of  the  program,  situations 
arose  that  made  evident  the  need  for  a  struc- 
tured system  of  communication  between  divi- 
sions and  a  clear  assignment  of  responsibilities 
and  duties  to  the  different  divisions.  Fortunate- 
ly, goals  and  objectives  for  the  program  were 
self-evident:  program  accountability  and  mini- 
mization of  provider  abuse.  Initial  planning  ses- 
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sions  brought  about  informal  communication 
channels  and  the  definition  of  roles  among  the 
divisions.  The  extensive  scope  and  significance 
of  the  findings  made  imperative  vehicles  for 
referrals,  follow-up,  and  coordination.  The 
Suspected  Medicaid  Abuse-Misuse  form  and 
the  Third  Party  Liability  Notification  form  were 
designed  to  fill  this  need  for  structured  referral 
and  follow-up,  and  with  the  development  of 
these  forms,  the  need  for  a  formal  system  of 
communication  and  assignment  of  responsibili- 
ty among  divisions  was  also  met. 

Once  these  referral  procedures  were  set  up, 
another  gap  in  the  system  became  visible.  As  a 
result  of  MQC  findings  and  referrals,  the  Medi- 
caid Division  was  now  called  upon  to  perform 
many  additional  investigative  duties;  staff  had 
to  be  allocated  and  lag  time  allowed  for  organi- 
zation and  training,  before  follow-up  on  serious 
findings  could  occur.  The  Medicaid  Division 
was  expanded  and  reorganized,  not  only  in  re- 
sponse to  Quality  Control  internal  monitoring, 
but  also  to  permit  review  of  monthly  Explana- 
tion of  Benefits  statements  and  complaints  by 
recipients,  families,  and  county  departments 
Thirteen  investigators  and  one  lawyer  were 
added  to  the  staff,  allowing  Indiana  to  intensify 
investigations  of  improper  or  unusual  charges 
in  the  Medicaid  program.  The  findings  of  the 
supplemental  QC  activity  played  an  important 
role  in  convincing  the  legislature  to  approve 
these  additional  positions. 

We  would  recommend  that  States  intending 
to  adopt  a  similar  QC  system  prepare  in  ad- 
vance for  the  comprehensive  investigations  that 
the  "exceptions"  require.  Liaison  should  be 
strengthened  between  staff  responsible  for  col- 
lecting the  information,  staff  collating  the  find- 
ings, and  staff  utilizing  the  data  to  seek  correc- 
tive action.  Adequate  communication  with  the 
State's  fiscal  agent  is  a  prerequisite  as  well. 

As  with  any  system,  adjustments  have  been 
necessary,  but  Indiana's  Medicaid  program  has 
been  able  to  effectively  process  and  act  upon 
the  information  generated  by  the  Quality  Con- 
trol Section.  Because  of  inexperience  in  han- 
dling this  type  of  project,  and  because  this  pro- 
ject was  breaking  new  ground,  extensive  preli- 
minary planning  was  needed.  All  the  tasks  in- 
volved had  to  be  flagged  and  assigned.  In  addi- 
tion, the  QC  Division  needed  methods  to  keep 


track  of  the  information  generated  and  to  con- 
trol for  completion  of  follow-up. 

Also,  as  with  any  system,  Indiana  found  it 
productive  to  do  a  periodic  reevaluation  of  the 
data  received,  to  determine  if  the  results  were 
worth  the  effort  it  took  to  collect  them.  If  a 
particular  data  collection  activity  was  not  prov- 
ing productive,  it  was  dropped.  For  example, 
providers  of  ancillary  services  to  nursing  home 
patients  (drugs,  therapy,  etc.)  are  no  longer 
reviewed  to  determine  whether  they  viewed  the 
patient's  Medicaid  card.  Willingness  to  reconsi- 
der and  modify  procedures  is  essential  to  the 
development  of  an  effective  system,  and  fre- 
quent appraisals  and  refinements  are  vital  to 
assure  maximum  benefit  from  a  system. 


Supplemental  Activities  of  Indiana's 
Internal  Monitoring  System 

Indiana's  MQC  program  collects  supplemen- 
tal information  by  adding  questions  to  form 
SRS-QCM-301,  the  Medicaid  Eligibility  Quality 
Control  Review  Schedule  (See  Figure  1)  and  use 
of  a  supplemental  form  (See  Figure  2.)  Quality 
Control  reviewers^  collect  the  supplemental 
information  at  the  same  time  information  for 
the  required  portion  of  MQC  is  collected. 

The  following  areas  are  monitored  through 
collection  of  supplemental  information: 

Collection  of  Resources  by  a  Long  Term  Care 
Facility:  Form  C-519,  Authorization  for  Re- 
cipient Resource  Deviation,  is  used  by  nursing 
homes  to  request  local  welfare  agency  authori- 
zation to  deviate  the  amount  of  client  income 
the  facility  is  collecting  and  applying  to  the 
nursing  home  bill.  This  deviation  may  be 
sought  for  only  a  limited  number  of  reasons, 
due  to  circumstances  of  a  one-time  nature,  for 
a  particular  month.  When  Form  C-519  is  pre- 
sent in  the  county  case  record,  the  QC  review- 
er is  to  note  certain  information  regarding  its 
use. 


^All  information  is  collected  by  staff  belonging  to  the  QC 
Division.  This  staff  has  a  minimum  of  six  months  county 
eligibility  experience.  As  part  of  the  QC  process,  reviewers 
conduct  field  visits  that  include  interviews  with  recipients, 
visits  to  nursing  homes  and  checks  on  data  in  county  wel- 
fare offices. 
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Figure  1 


1of  2 


Form  SRS-QCM-301  (Page  ^^  (2/75) 

DEPARTMENT  OF  HEALTH.  EDUCATION,  AND  WELFARE 

Social  and  Rehabilitation  Servic 
•Added  by  ISDPW  (3-76) 

MEDICAID  ELIGIBILITY  QUALITY  CONTROL 
REVIEW  SCHEDULE 


OMB  No.  83-R0309 
txpires  3/31/7» 

Review  No. 


1,    Racipttnt  nam* 

2.   Ca»  name  (if  different) 

3.  Address 

4.  R*cipi«nt  ID# 

5.  Servic*  Period 

6.  Date  Assigned 

7.  Date  Completed 

8.  Reviewer 

I.    IDENTIFYING  INFORMATION 


A.  Suta  coda 


(Card  1) 


B.   Local  agency  code 


C.   Review  Number 


6     7     8     9     10   II 


O.  Month  and  year  claim  paid 

ft]         * 


E.   Date  service  began 


ttn  tt:  c±] 


16    17  18    19 


F.  Days  of 
Service 


G.  Description  of  paid  claim 


Type  of  I 
Service 


27    28    29    30    31 


II 


H.  Data  of  most  racant  action 

Yr  (Prior  to 

rr     I  date  in 

'34  3;'  ItemE) 


& 


I.    Type  of  most  recent  action 

1.  Approved  application    I      | 

2.  Redetermination  I      I 


J.   Number  of  months  between  most  recent 
action  and  service 


(If  action  concurrent     I      I      I 
with  month  service  V?   V« 

began,  enter  00) 


II.   RECIPIENT  CHARACTERISTICS 


n 


K.  Cataoorical  Ralationthip  (check  one) 
SSI  RELATED:      1.    Eligible  individual 

2.  Member  of  eligible  couple 

3.  Essential  spouse 


AFDC  RELATED:   4.    Dependent  child 

5.  Farent  of  uepenJent  chilo 

6.  Caretaker 


7.  NEEDY 

individual' — ' 


vident  I      I 


r 


L.   Basis  for  categorical  relationship  (check  one) 
SSI  RELATED: 


1.  Aged 

2.  Blind 

- 

3.   Disabled 

AFDC  RELATED:    4.  Death 

5.  Incapacity 

6.  Unemployed  father 

7.  Continued  absence 


NEEDY 
INDIVIDUAL 
UNDER  21: 

S.    I  osier  care 

9.   Other 


B 


M.  Medicaid  aligibility  coverage  requirement  used  by  agency  (Code) 


N.  Number  of  person*  in  household 

CD 


4]    44 


O.  Number  of  persoru  in  recipient's  Medicaid  Assistance  Group 


P.    Is  the  claim  for  Mrvic*  provided  during  period  of  retroactive  coverage? 


1.    Yes  lJ        2.   No  LJ 


Q.  Did  the  case  record  show  presence  of  any  of  the  following  elements  at  the  time  service  was  provided? 
(a)        Income: 


48    49    SO    SI 


Other  Government 
program  benefits 


Earned  Income  RSDI  benefits  program  benefits  Pensions  or  other  benefits 

1.   Yesl     I      2.   Nol     I  1.  VesD         2.Nol     I         1.  Yes  I     I         Z.Nol      I         1.  YesLj         2.  No  I      I 


52    53    S4    55 

Liquid  assets 


(b)        Resources:  Real  property  ^/lome  and  or/ter;  Life  insurance  Medical  insurance 

1.    YesQ     2.    NoQ  1.  YesQ        2    NoQ         1.    Yes[J        2.  NoQ         1.  YesQ         2.  NoQ 
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Figure  1 


2  of  2 


Form  SRS-OCM-301  (2/75) 

DEPARTMENT  OF  HEALTH.  EDUCATION.  AND  WELFARE 

Social  and  Rehabilitation  Service 


Review  No. 


III.      REVIEW  FINDINGS 


R.  Disposition  of  review  (diet  k  one) 
1. 1 I  Kevie 


D 


'iew  completed 


Not  reviewed  -  lisled  in  error 


If  code  1  ischftcked, 
complete  the  remainder 
of  Section  III  below. 
If  any  other  code  is 
checked,  no  further 
entry  is  required. 


Review  not  completed  due  to: 

2   I — I  Moved  out  of  Stale  since  service  provided 

3.  I     I  UnwillinjE  to  give  information 

4.  I     I  Died  since  service  provided 
5    I I  Unable  tu  locale 

6.  I I  Other  (explain)  


S.    Summary  findings /c/;fc/c  one) 


"Spend-down"  error  only 


"U 


1.    Kligible 


D 


2.    Ineligible  for  pari  or 
all  of  service  period 


3.    Recipient  liability 
understated 


D 


D 


4.    Recipient         ' 
liability  overstated 


D 


(1/  item  2.  3  or  4  checked, 
enter  the  number  of  errors) 


D 


T.   For  eligible  findings,  Medicaid  eligibility  coverage  requirement  used  by  reviewer 

f  If  the  recipient  is  eligible,  no  further  entries  are  required  ] 


U.  Overall  dollar  amount  of  error(s) 


n: 


61     62    63    64    65 


V.  Does  there  appear  to  be  willful  misrepresentation  of  facts?  (check  one} 


1.   YESLJ  2.   IMol      I 


r 


W.  Description  of  ErrcrU) 


Error  2. 


(Card  2: 

Duplicate 

columns  1- 1 1 

from  card  J I  j.^^^,  3^ 


Error 

Element  Nature  Type  Finding 

rm  [ID  en  D 

12     13     14  IS     16  17     IS  19 

ujj  OD  an  n 

29    30    31  32    33  34    3S  36 

rTTn  nn  ni]  D 

4«,    47    48  ^■^    SO  51     S2  53 


Dollar  amount 
of  error 


20    21    22    23    24 


37    38    39    40    41 


Date  error  occurred 
Mo  Yr 


25    26  27   2S 


MINI      en    an 


54    55    56    57    58 


59    60  61    62 


IV.     EXPLANATION  OF  ERRORS 


3. 

4. 

5. 

1. 
8. 


(11       Elements 

12)   Nature  of  error 

(31  State  manual  ciution 

•C-519 

Reason  for  Use 

Signed  by 

(Name  and  Position) 
Authorized               □    Yes                □    No 

•Redetermination 

Number  of  months  between  most  recent  action  and  assignment  month       |     |     | 

•Spend-down 

Is  the  client  required  to  contribute  to  the  Medicaid  Card?    Q  Yes    Q    No 

•Medical 
Services 

Do  you  have  any  trouble  obtaining  medical  services? 

O   Yes               n   No                Q    Client  unable  to  answer 

When  you  obtain  services,  does  the  provider  ask  to  see  your  card? 
1      1    Yes               1^    No                1^    Client  unable  to  answer 

•New  Award 

1      1    30  Days        Q]    45  Days        Q    60  Days        Q    Over  60  Days 
Reason  for  delay 

•Eligibility 
Retroactive 

Date  of  Application                      Date  of  619M                   Made  Retroactive  to 

•ESD 

1      1     No  Change                     O    Change 

•Medical  Insurance 

□    Known                        [~]    Not  Known                    lU  ^es                      [H  No 
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Figure  2 

MEQ  SCHEDULE 


MEO 


I. 

Cash 

Resources 

Does  N.H.  handle  client's  cash      Yes     No 

Not  a  nursing 

In  Nursing  Home 

resources? 

home  case 

3L. 

Authorized  Agreement  -  In  case  record?     Yes 

In  nursing  home?    Yes 

No 
No 

3. 

Current  Quarterly  Statement  -  In  case  record? 

In  nursing  home? 

Yes     No 
Yes  No 

4. 

Individual  Ledger  -    Yes     No 

5. 

Disbursement  Slips  -     Yes     No 

Ic. 

Ready  Access  to  Funds: 

Under  $10.00  -  Immediate?     Yes     No 

Over  $10.00  -  Within  72  hours?     Yes 

Client  unable 
to  answer 
No     Client  un- 
able to  answer 

7. 

Are  the  number  of  expenditures  and  items  for  which  they  are  made 

reasonable  given  the  condition  of  the  patient? 

Yes     No 

Explanation : 

^. 

Medicaid 

If  client  is  in  a  nursing  home,  who  holds  the  medicaid  card? 

Card 

Client      Nursing  Home  Administrator 

Not  a  Nursing 

Home  Case 


7.  Include  all  information  available  concerning  any  additional  charges  on  the  Medicaid 
Claim  Form.      Identify  all  goods  or  services,   list  the  charge  per  Item  or  unit,   and 
number  of  units,   determine  whether  each  was  authorized  and  indicate  whether. all 
were  actually  received  by  the  client. 


For  example,  a  Form  C-519  may  be  needed 
when  a  recipient  is  transferred  from  one  facili- 
ty to  another;  the  first  facility  having  collected 
the  client  payment  in  this  case,  would  require 
the  second  facility  to  submit  a  Form  C-519  for 
authorization  for  not  collecting  client  re- 
sources. If  a  recipient's  income  decreases,  that 
would  result  in  the  nursing  home  collecting  an 
amount  different  than  that  stipulated  by  the 
county,  and  a  Form  C-519  is  required.  Quality 
Control  reviewers  examine  these  requests  for 


compliance  with  State  directives,  note  the  rea- 
son given  for  the  request  on  to  the  review 
schedule,  approval  or  rejection,  and  the  county 
welfare  agency  staff  member  authorizing  ap- 
proval or  disapproval.  Only  the  county  depart- 
ment director  or  his  authorized  designee  is 
empowered  to  approve  or  disapprove  the  form. 
(See  Figure  1,  Page  2,  Item  1) 

As  a  result  of  the  review  of  this  form,  it  was 
revised  in  May  1976,  to  enable  nursing  homes 
to  report  both  income  increases  and  decreases 
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to  the  county  departments.  Recent  results  show 
practically  no  misuse  of  the  revised  form,  with 
only  a  single  instance  of  misuse  occurring  in 
the  last  sampling  period.  Better  understanding 
of  the  procedures  for  requesting  a  deviation  in 
the  amount  that  can  be  collected  and  applied  to 
the  cost  of  nursing  home  stay  has  been  promot- 
ed. 

Third  Party  Liability:4  Quality  Control  re- 
viewers also  indicate  on  the  back  of  the  review 
schedule  if  the  recipient's  medical  insurance 
coverage  was  correctly  identified  by  the  county 
department.  If  the  correct  information  was  not 
known  by  the  local  agency,  the  reviewer  indi- 
cates the  correct  status  and  whether  the  county 
was  aware  of  the  recipient's  health  insurance 
or  whether  the  county's  listing  for  health  insur- 
ance was  incorrect.  (See  Figure  1,  Page  2,  Item 
8) 

The  Quality  Control  Section  informs  the 
county  department  of  the  recipient's  correct 
medical  insurance  status  so  that  corrections  can 
be  forwarded  to  the  fiscal  agent.  Public  Assist- 
ance Division  field  consultants  and  the  Medi- 
caid Division  receive  this  information  through 
Form  QC-46,  Notification  of  Third  Party  Liabil- 
ity. One  month  after  counties  are  informed  of 
errors,  the  Quality  Control  Section  determines 
whether  fiscal  agent  records  have  been  updat- 
ed. If  not,  a  letter  urging  immediate  action  is 
sent  to  the  county  from  the  Administrator, 
Department  of  Public  Welfare. 

In  its  turn,  the  Medicaid  Division  refers  the 
unidentified  Third  Party  Liability  (TPL)  cases 
to  the  fiscal  agent  to  determine  if  Medicaid 
claims  have  been  paid  where  TPL  were  availa- 
ble. A  report  is  submitted  on  all  collections 
made,  and  the  Quality  Control  Section  is  noti- 
fied of  these  results.  Data  for  the  March  1976  - 
March  1977  period  show  an  annual  savings  of 
approximately  $193,000. 

The  proper  identification  and  collection  of 
Third  Party  Liability  can  result  in  significant 
savings  to  Medicaid.  It  has  been  estimated  that 
by  1980,  approximately  $1  billion  could  be 
saved  nationally  through  TPL  efforts.  Indiana's 
experience  has  shown  it  is  possible  to  avoid 
paying  out  substantial  amounts  in  State  funds. 


''As  of  April,    1978,  collection  of  information  on  Third 
Parly  Liability  will  be  a  mandatory  HEW  requirement. 


Moreover,  correct  TPL  identification  facilitates 
the  payment  process  and  increases  efficiency  for 
both  providers  and  the  fiscal  agent. 

The  October,  1976  -  March,  1977  reporting 
period  continued  to  show  a  substantial  number 
of  cases  where  TPL  was  not  correctly  reflect- 
ed, with  an  8%  error  rate.  However,  proce- 
dures have  been  refined  and  strengthened  to 
improve  upon  this  situation.  The  question  the 
caseworker  was  required  to  ask  was  restruc- 
tured, and  this  item  was  emphasized  on  the 
supervisor's  checklist.  In  addition,  this  item 
now  appears  on  a  quarterly  self-report  returned 
by  the  client. 

The  AFDC-QC  supplemental  information 
collection  effort  gathers  similar  data  on  TPL. 
AFDC  analysis  shows  that  county  departments 
have  improved  significantly  in  collecting  TPL 
information  and  passing  it  on  to  the  fiscal 
agent,  thereby  making  Medicaid  the  payor  of 
last  resort.  Between  1975  and  1977,  there  was  a 
27%  reduction  in  incorrectly  recorded  TPL. 

Review  of  Medical  Necessity  and/or  Propriety 
of  Ancillary  Nursing  Home  Charges:  If  the  sam- 
ple claim  pulled  is  for  a  nursing  home  recipient, 
the  reviewer  obtains  a  copy  of  the  Medicaid 
Inpatient  Claim  form  submitted  by  the  home 
for  the  month  under  review,  whether  or  not  the 
pulled  sample  claim  is  the  Inpatient  Claim 
form.  Using  this  form,  the  reviewer  then  de- 
termines whether  the  home  has  collected  and 
applied  the  correct  client  liability  to  the  bill. 

Ancillary  charges  (for  items  not  covered 
under  the  basic  per  diem  rate)  are  examined  to 
ascertain  if  they  are  properly  billed  and  deemed 
necessary  by  a  physician.  If  there  is  a  charge 
for  supplies,  the  reviewer  contacts  the  nursing 
home  administrator  or  bookkeeper  to  determine 
the  type,  quantity  and  price  of  the  supplies. 
The  reviewer  then  requests  substantiating  docu- 
mentation; the  prescription  or  physician's  order 
is  checked,  as  is  the  patients'  medical  record 
that  the  items  were  received. 

If  a  charge  is  made  for  occupational  or  phys- 
ical therapy,  the  reviewer  scans  the  doctor's 
order  and  determines  if  the  frequency  and 
length  of  treatment  corresponds  to  the  billed 
amount.  The  patient's  chart  is  then  reviewed 
for  therapy  dates  to  further  document  the  pro- 
priety of  the  charge. 

Through  this  process,  the  reviewer  is  able  to 
determine   if   the   billed   ancillary   charges   are 
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necessary  and  correctly  determined,  and  follow 
written  procedures  and  instructions  issued 
Medicaid  providers.  The  reviewer  annotates 
these  findings  on  the  schedule  attachment  (See 
Figure  2.) 

If  a  provider  is  incorrectly  billing  or  substan- 
tiating ancillary  charges,  the  Quality  Control 
Section  refers  the  case  to  the  Medicaid  Divi- 
sion via  the  Suspected  Medicaid  Abuse-Misuse 
Referral  System.  (A  detailed  explanation  of  this 
system  appears  below.)  A  summary  of  the 
number  and  types  of  such  cases  identified  and 
referred  was  issued  to  providers  and  county 
departments  in  an  Administrative  Letter  dated 
June,  1977. 

This  letter  notified  nursing  homes  of  the 
presence  of  QC  review  in  the  areas  of  ancillary 
charges  and  client  liability,  and  discussed  find- 
ings and  problem  areas.  Among  findings  cited 
were  cases  where  there  was  no  physician  au- 
thorization for  charges  for  medical  supplies  and 
where  drugs  and  supplies  for  many  patients 
were  billed  on  one  person's  account.  When  it 
was  discovered  that  a  Fourth  of  July  party  had 
been  billed  as  occupational  therapy,  repayment 
was  demanded.  In  addition,  four  facilities  were 
cited  for  not  properly  reporting  client  income 
to  the  Medicaid  Division.  The  letter  also  in- 
structed nursing  homes  to  alleviate  these  prob- 
lems. 

Since  the  advent  of  this  type  of  investigation 
and  follow  up,  there  has  been  a  substantial 
decrease  in  the  number  of  provider  errors  on 
suspected  abuse  situations.  (More  on  this  lat- 
er.) 

Monitoring  Long  Term  Care  Facility  Billing 
Practices:  Quality  Control  reviewers  also  exam- 
ine per  diem  rates  claimed  by  nursing  homes. 
For  each  nursing  home  claim,  the  per  diem  rate 
charged  is  noted,  and  if  total  per  diem  charges 
exceed  $500  per  month,  the  Quality  Control 
Section  checks  with  the  Medicaid  Division  to 
determine  whether  the  charge  is  correct.  If  a 
facility  charged  more  than  the  approved  rate, 
the  case  would  be  referred  to  the  Medicaid 
Division  for  recovery.  Thus  far,  there  has  been 
no  problem  with  nursing  homes  charging  more 
than  the  approved  rate. 

Provider  Must  View  Current  Month's  Medi- 
caid Card:  Indiana  has  also  added  subjects  for 
Quality  Control  reviewers  to  probe  during  in- 
terviews with  recipients.  Reviewers  ask  recipi- 


ents if  when  they  seek  health  services,  provi- 
ders always  ask  to  see  the  Medicaid  card.  (Ac- 
cording to  State  policy,  the  provider  must  view 
the  card.)  If  the  recipient  indicates  a  provider 
has  not  done  this,  that  provider's  name,  etc.  is 
referred  to  the  Medicaid  Division.  (See  Figure 
1,  Page  2-  Item  4)  Reviewers  originally  checked 
whether  cards  for  nursing  home  recipients  were 
held  by  the  recipient  or  the  nursing  home  ad- 
ministrator. This  question  was  designed  to 
clarify  the  procedures  used  to  assure  that  all 
providers  of  services  to  nursing  home  recipi- 
ents viewed  a  valid  card.  (See  Figure  2,  Item  8) 

Initial  findings  revealed  that  in  approximately 
25%  of  the  cases  reviewed,  the  provider  did 
not  view  the  Medicaid  card.  These  cases  were 
referred  to  the  Medicaid  Division,  which  deter- 
mined that  a  majority  of  these  cases  were  for 
recipients  residing  in  nursing  homes.  The  nurs- 
ing home  staff  had  been  assuring  other  provi- 
ders of  services  (such  as  pharmacies)  of  the 
patients'  eligibility  in  order  to  avoid  the  cum- 
bersome process  of  showing  each  card  when  an 
order  was  placed.  In  cases  involving  non-nurs- 
ing home  recipients,  less  than  one  percent  of 
the  providers  failed  to  view  a  Medicaid  card 
when  the  recipients'  eligibility  was  in  doubt. 

Indiana  decided  that  requiring  the  Medicaid 
card  of  nursing  home  recipients  to  be  viewed 
was  not  productive.  The  State  found  nursing 
home  procedures  in  regard  to  mass  orders  to  be 
acceptable,  and  this  area  is  no  longer  being 
monitored.  However,  this  item  will  be  pursued 
for  other  than  nursing  home  patients. 

Reviewers  ask  each  recipient  if  they  have 
trouble  obtaining  medical  services  to  determine 
if  any  regions  in  the  State  lack  Medicaid  ven- 
dors for  any  medical  services,  or  if  providers 
are  prejudicial  or  arbitrary  in  supplying  these 
services.  (See  Figure  I,  Page  2,  Item  4)  To 
date,  only  two  instances  were  reported  where 
the  recipient  had  difficulty  obtaining  services. 
These  are  apparently  isolated  instances,  not 
indicative  of  widespread  problems. 

Accounting  for  Patients'  Personal  Funds:  The 
attachment  to  the  review  schedule  (See  Figure 
2)  contains  a  number  of  questions  regarding 
nursing  home  patients'  personal  funds,  in  cases 
where  the  home  is  managing  these  funds.  In 
order  for  the  home  to  handle  personal  funds, 
the  patient  must  give  written  authorization.  The 
reviewer  notes  whether  the  authorization  is  on 
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file  in  the  home  and  in  the  county  welfare  de- 
partment, as  required.  The  facility  must  prov- 
ide a  written  quarterly  accounting  to  the  patient 
and  the  county  department,  and  must  maintain 
an  individual  ledger  for  each  recipient  whose 
funds  are  handled.  The  reviewer  examines  and 
notes  the  presence  of  both  the  quarterly  state- 
ment and  the  ledger. 

Ledger  entries  must  be  substantiated  by  the 
presence  of  a  disbursement  slip  for  each  with- 
drawal. These  are  checked  by  the  reviewer, 
and  their  presence  is  recorded.  Each  patient 
whose  lucidity  and  comprehension  are  good  is 
asked  if  he  or  she  has  ready  access  to  his 
funds,  as  required.  The  reviewer  records  the 
patient's  response:  is  he  or  she  able  to  obtain 
amounts  under  $10.00  immediately,  and 
amounts  over  $10.00  within  72  hours?  Using 
the  disbursement  slips,  the  reviewer  judges 
whether  the  expenditures  and  items  purchased 
are  reasonable  vis-a-vis  the  patient.  Numerous 
expenditures  for  clothing  for  a  bedridden  pa- 
tient, for  example,  would  be  questioned. 

For  the  most  part,  Indiana  nursing  homes 
comply  with  regulations  regarding  patients' 
personal  accounts.  Frequently,  however,  the 
correct  form  was  not  used  or  sent  to  the  coun- 
ty department.  Originally,  when  these  minor 
infractions  were  found,  the  Medicaid  Division 
conducted  funds  audits  in  the  identified  facili- 
ties. The  Medicaid  Corrective  Action  Commit- 
tee began  to  question  the  time  and  expense 
involved  in  such  monitoring,  and  a  task  force 
was  appointed  to  determine  if  the  audits  were 
financially  justified.  The  task  force  members 
agreed  that  State  efforts  should  be  concentrated 
in  areas  leading  to  direct  program  savings  such 
as  TPL  and  ancillary  charges.  As  the  major 
problem  was  not  fund  mishandling  but  impro- 
per use  of  forms,  personal  account  monitoring 
is  now  handled  by  county  departments  through 
their  review  of  the  quarterly  statements  submit- 
ted by  the  facilities. 

The  Quality  Control  Section  still  collects  in- 
formation on  patients'  personal  funds,  referring 
only  questionable  items  to  the  Medicaid  Divi- 
sion. 

Monitoring  County  Performance  on  Eligibility 
Determination  and  Redetermination:  Indiana's 
internal  monitoring  system  also  collects  data  on 
the  timeliness  of  eligibility  determinations  and 
redeterminations.  The  reviewer  notes  the  num- 


ber of  months  between  the  most  recent  action 
and  the  month  of  assignment  to  QC.  This  is 
similar  to  Item  5  of  the  SRS  review  schedule 
(See  Figure  1,  Page  1,)  which  records  the  num- 
ber of  months  between  the  most  recent  action 
and  the  service  period.  Since  nine  months  can 
elapse  between  the  service  and  the  time  a  claim 
is  selected  for  Quality  Control  review,  this  item 
will  not  always  show  if  the  local  agency  is  late 
in  redetermining  eligibility.  Therefore,  the 
Quality  Control  Section  has  added  this  question 
to  insure  that  this  information  is  obtained. 

When  the  most  recent  case  action  is  an  initial 
determination,  reviewers  check  for  compliance 
with  Federal  time  standards  for  processing  ap- 
plications and  ascertain  if  the  retroactive  effec- 
tive date  for  eligibility  has  been  properly  deter- 
mined. (See  Figure  1,  Page  2,  Items  2,5,  &  6) 
The  number  of  applications  not  meeting  Federal 
time  standards  decreased  50%  in  the  last  sam- 
ple period,  but  the  Department  of  Public  Wel- 
fare is  continuing  to  emphasize  the  importance 
of  prompt  eligibility  determinations  through 
Administrative  Letters,  as  problems  still  exist. 

The  Department  likewise,  in  dealing  with 
counties,  stresses  the  importance  of  maintain- 
ing controls  sufficient  to  insure  eligibility  rede- 
terminations every  twelve  months.  This  was 
also  stressed  in  a  recent  strongly  worded  Ad- 
ministrative Letter  to  the  counties. 

Data  Exchange  with  the  Employment  Security 
Division:  To  validate  recipient  obligation  of 
income.  Quality  Control  submits  the  recipient's 
Social  Security  number  to  the  Employment 
Security  Division  to  obtain  wage,  employment 
and  Unemployment  Compensation  information. 
This  information  is  recorded  on  the  back  of  the 
review  schedule.  The  reviewer  then  codes 
whether  this  information  caused  a  change  in 
their  findings,  either  in  employment  status  or 
amount  of  earnings,  that  would  not  have  oc- 
curred without  this  information.  (See  Figure  1, 
Page  2,  Item  7) 

It  is  required  by  the  Federal  QC  manual  that 
the  QC  reviewer  check  with  the  Employment 
Security  Division.  The  supplemental  activity  in 
this  case  involves  the  displaying  of  data  in  this 
format.  So  far,  Indiana  has  found  that  checking 
with  the  Employment  Security  Division  has 
discovered  no  employed  Medicaid  recipients 
who  would  not  have  been  discovered  other- 
wise. 
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Collection  and  Use  of  Data 

The  Research  and  Statistics  Section  of  the 
Welfare  Department  compiles  and  analyzes  the 
supplemental  data  collected  by  the  Division  of 
Quality  Control.  All  data,  except  for  the  data 
on  claims,  is  displayed  on  a  county  by  county 
basis.  These  tables,  along  with  explanations, 
are  sent  to  the  counties  at  the  end  of  each  re- 
porting period.  This  data  allows  the  State  to 
assess  total  performance,  and  each  county  to 
assess  theirs,  compare  it  to  other  counties,  and 
take  corrective  action  in  the  necessary  areas. 
The  Medicaid  Corrective  Action  Committee 
also  analyzes  the  data,  to  help  in  the  develop- 
ment of  needed  policy  clarifications  and  system 
improvements.  Also,  the  final  result  of  each 
case  review  is  forwarded  to  county  depart- 
ments along  with  many  of  the  individual  find- 
ings of  the  supplemental  review  activity  to  fur- 
ther help  counties  assess  and  improve  their 
performance. 


Suspected  Medicaid  Abuse-Misuse 
Referral 


er  the  referral  concerns  a  recipient  or  a  provi- 
der issue.  They  handle  eligibility  or  recipient 
issues,  while  provider  issues  are  referred  to  the 
Medicaid  Division.  The  Eligibility  Section  takes 
such  actions  as  writing  a  letter  to  the  county  or 
obtaining  a  record  of  claims  that  were  paid 
without  the  Medicaid  card  being  viewed.  The 
action  taken  by  this  Section  is  detailed  on  the 
second  part  of  the  form,  which  is  then  forward- 
ed to  the  Medicaid  Division. 

The  Medicaid  Division  determines  what  ac- 
tions should  be  taken  regarding  any  providers 
involved.  Possible  actions  include  a  letter  noti- 
fying the  provider  of  the  findings,  recovery  of 
erroneous  payments,  consideration  of  prosecu- 
tion for  fraud,  or  an  audit  of  a  long  term  care 
facility.  After  Medicaid  has  followed-up,  the 
completed  action  is  described  on  the  third  part 
of  the  form.  It  then  is  returned  to  Quality  Con- 
trol, which  uses  this  information  to  prepare  a 
monthly  report  on  the  number  of  referrals, 
type,  cumulative  totals,  and  corrective  actions. 
This  report  is  distributed  to  administrative  staff 
in  the  Public  Assistance  and  Medicaid  Divi- 
sions. 


Indiana's  internal  monitoring  system  discov- 
ered numerous  cases  where  individual  provi- 
ders were  suspected  of  not  following  policies 
and  procedures,  or  of  abusing  the  system.  In 
order  to  facilitate  referrals  in  these  cases,  and 
assure  follow-up,  the  "Suspected  Medicaid 
Abuse  -  Misuse"  form  was  designed,  (See  Fig- 
ure 3)  and  a  system  for  handling  the  work  es- 
tablished. This  form  routes  referrals  to  the 
Medicaid  Eligibility  Policy  Section  of  the  Pub- 
lic Assistance  Division,  to  the  Medicaid  Divi- 
sion, and  then  back  to  the  Quality  Control  Sec- 
tion. A  case  is  referred  when  probable  exces- 
sive or  unauthorized  charges  are  discovered, 
when  a  provider  fails  to  view  a  Medicaid  card, 
when  a  recipient  has  trouble  obtaining  medical 
services,  or  when  policies  on  personal  accounts 
are  not  followed  by  nursing  homes.  All  other 
provider  errors  or  suspected  abuses,  such  as 
nursing  homes  billing  errors,  are  also  referred. 

The  Quality  Control  Section  fills  in  the  de- 
tails of  the  case  on  the  top  part  of  the  form, 
which  is  then  sent  to  the  Medicaid  Eligibility 
Policy  Section.  This  section  determines  wheth- 


Problems  Found 

A  typical  problem  surfaced  by  using  the  Sus- 
pected Medicaid  Abuse-Misuse  form  is  this 
one:  A  client  who  lost  eligibility  on  10-1-75, 
had  a  drug  service  provided  on  10-8-75.  Further 
investigation  showed  that  a  nursing  home  claim 
was  also  paid  for  the  month  after  10-1.  Recov- 
ery was  demanded  on  both  claims,  since  the 
Medicaid  card  (which  in  this  case  was  absent) 
was  obviously  not  checked  by  the  providers. 

In  another  case,  a  nursing  home  was  collect- 
ing $76.40  from  the  client,  but  only  applying 
$65. (X)  to  the  bill,  the  amount  indicated  as  cli- 
ent liability  on  the  Medicaid  card.  The  nursing 
home  had  failed  to  inform  the  county  depart- 
ment of  an  increase  in  income,  and  this  excess 
was  being  kept  in  a  "resident's  nursing  home 
account"  to  use  if  the  client  could  not  meet  a 
payment  or  in  case  of  his  death.  In  their  inves- 
tigation, the  Medicaid  Division  also  discovered 
other  inappropriate  charges,  and  a  complete 
audit  of  this  facility  resulted.  In  at  least  one 
case,  an  audit  stemming  from  QC  activity  re- 
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Figure  3 


INDIANA  STATE  DEPARTMENT  OF  PUBLIC  WELFARE 

SUSPECTED  MEDICAID  ABUSE-MISUSE 


00-32 

(Revised  3-77) 


Date: 


Recipient  Name:  

Provider  Name:  

Address:  

Provider  Number:  

Reason  for  suspected  abuse-misuse: 


Month  of  Review: 
Medicaid  Number: 
00  Number:   


Month  Service  Rendered: 


Quality  Control  Section 


To:   PA  Division  Medical  Assistance  Policy  Section 


Date  Received: 


D  Does  not  pertain  to  Public  Assistance  Division. 

D  Public  Assistance  Division  will  send  letter  to  ODPW  regarding  personal  accounts. 

Comments  and/or  Corrective  Action:    


Medical  Assistance  Policy  Section 


To:   Medicaid  Division 


Date  Received: 


Referred  to  Fiscal  Agent  for  further  investigation: 

Recovery  Initiated:   Yes No Date  Initiated: 

Referred  for  fraud  consideration:   Yes No 

Other  action  taken:    


Yes. 


No. 


.  Date  Referred: 


Amount: 


Specific  details  of  corrective  action  plan: 


Date  corrective  action  plan  completed:    

Comments  and/or  Changes  in  initial  corrective  action  plan: 


Medicaid  Division 
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suited  in  prosecution  of  a  nursing  home  owner 
for  misuse  of  personal  accounts. 


Corrective  Actions 

Indiana  applies  a  range  of  corrective  actions 
to  problems  identified  through  QC  internal 
monitoring.  Some  of  these  have  already  been 
mentioned.  Other  actions  may  be: 

Investigations:  Significantly  fewer  potential 
fraud  and  abuse  situations  have  been  discov- 
ered in  recent  months.  A  total  of  five  referrals 
occurred  in  the  period  of  August-October,  1977, 
as  compared  with  85  in  December,  1976.  It  is 
difficult  to  get  an  accurate  count  of  the  de- 
crease in  referrals,  as  some  items  referred  in 
December,  such  as  providers  not  viewing  Medi- 
caid cards  of  recipients  in  nursing  homes,  are 
no  longer  referred.  Reductions  in  referrals  also 
resulted  from  an  improvement  on  the  part  of 
nursing  homes  in  following  State  billing  proce- 
dures. In  addition,  FormC-519  was  revised  and 
there  was  accompanying  provider  education  on 
the  use  of  the  form,  and  this  lead  to  a  further 
reduction. 

We  believe  the  investigatory  activities  of  the 
Welfare  Department  has  increased  accuracy  in 
many  facilities.  For  example,  ICF  staff  are  rou- 
tinely undergoing  detailed  questioning  by  QC 
reviewers,  who  ask  for  such  information  as 
billing  documentation  and  check  facility  proce- 
dures for  determining  recipient  liability. 

In  all  probability,  the  extensive  audits  and 
investigations  conducted  by  the  Medicaid  Divi- 
sion have  had  an  even  greater  impact  on  reduc- 
ing provider  fraud  and  abuse.  If  QC  findings 
raise  concern  about  a  facility,  the  Medicaid 
Division  audits  records  for  10%  of  the  Medi- 
caid patients  in  that  facility.  In  smaller  nursing 
homes  all  patient  records  might  be  audited. 
These  audits  extend  beyond  the  original  finding 
and  cover  ancillary  charges,  liability  collection, 
and  personal  accounts.  News  of  these  audits 
has  rapidly  spread  between  providers,  especial- 
ly among  the  large  chains.  The  investigations 
do  appear  to  have  increased  accuracy  in  nurs- 
ing home  billing  and  acted  as  a  prime  deterrent 
of  provider  abuse. 

Case  Situation  Conferences:  The  Medicaid 
Division  conducts  case  situation  conferences  to 


deal  with  abuse  referrals.  In  these  meetings, 
the  District  Attorney,  the  person  responsible 
for  program  integrity,  and  various  investigators 
determine  the  action  needed  when  allegations 
against  a  provider  have  been  substantiated.  The 
recommended  action  may  be  recovery  of  pay- 
ments or  initiation  of  fraud  prosecution. 

Letters  to  County  Departments:  Administra- 
tive Letters  containing  Quality  Control  findings 
on  eligibility  error  rates  and  the  results  of  the 
supplemental  monitoring  are  routinely  sent  to 
all  county  departments  at  the  end  of  each  six- 
month  reporting  period.  These  statistics  are 
accompanied  by  explanations  and  recommenda- 
tions for  corrective  action  planning.  Major 
money  saving  issues  such  as  the  accurate  cod- 
ing and  transmitting  of  TPL  information  to  the 
fiscal  agent  is  stressed.  These  letters  also  en- 
courage adherence  to  the  procedural  require- 
ments discussed  earlier.  In  addition,  individual 
letters  and  attention  may  be  directed  to  a  coun- 
ty by  the  Public  Assistance  Division  if  the 
county  is  experiencing  difficulty  with  State  re- 
quirements. 

Letters  to  Providers:  MQC  internal  monitor- 
ing has  uncovered  problems  that  have  made 
clear  a  need  to  communicate  with  Medicaid 
providers  on  policy  and  procedure.  Early  in  the 
program,  a  memorandum  was  issued  to  remind 
providers  that  they  had  a  responsibility  to  view 
a  current  Medicaid  card.  Subsequently,  a  letter 
was  distributed  instructing  providers  more  thor- 
oughly on  the  regulations  governing  the  accu- 
mulation, accountability  and  use  of  personal 
monies  of  recipients  in  long  term  care  facilities. 
Problems  were  also  identified  with  nursing 
home  billing  practices,  causing  an  Administra- 
tive Letter  to  be  sent  to  nursing  home  adminis- 
trators and  county  departments.  (This  letter  dat- 
ed June,  1977,  is  discussed  earlier  in  the  arti- 
cle.) 

Policy  Changes:  As  mentioned  previously, 
early  Quality  Control  findings  were  partially  re- 
sponsible for  the  revision  of  Form  C-519,  Au- 
thorization for  Recipient  Resource  Deviation. 
The  revised  form  enabled  nursing  homes  to 
report  income  increases  as  well  as  decreases  to 
county  departments.  Also,  State  policy  regard- 
ing the  use  and  authorization  of  this  form  was 
redefined,  and  this  is  credited  with  improving 
cooperation  between  nursing  homes  and  county 
departments. 
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The  Medicaid  Enrollment  Form-Terminations 
also  was  revised  as  a  result  of  the  supplemental 
monitoring  effort.  This  was  brought  about  by 
the  following  case:  A  sampled  drug  claim  for 
services  provided  on  6-29-76.  was  paid  for  a 
recipient  who  died  6-8-76.  The  nursing  home 
explained  that  the  drugs  were  part  of  a  standing 
order  for  routine  prescriptions;  and  the  order 
had  not  been  cancelled  after  the  recipient's 
death.  In  addition,  while  the  fiscal  agent  had 
been  notified  6-9-76  of  the  death,  the  form  used 
for  notification  only  contained  a  four-character 
field  for  the  termination  date,  allowing  only  the 
month  and  year  to  be  reported.  Thus  the  termi- 
nation date  was  shown  as  07-76,  and  the  erro- 
neous payment  occurred.  The  termination  form 
was  revised  to  include  a  six-character  field  for 
the  termination  date,  to  prevent  future  inadver- 
tent payments  in  such  situations. 


Conclusion 

Indiana's  system  for  collecting  supplemental 
Quality  Control  data  is  still  evolving.  The  pro- 
gram's success  is  indicated  by  the  declining 
number  of  suspected  provider  abuse  situations. 
However,  the  total  fiscal  impact  (cost  vs.  sav- 
ings) of  the  system  is  not  yet  fully  assessed. 
While  much  data  useful  for  a  fiscal  assessment 
has  been  collected,  it  is  not  now  compiled  on  a 
periodic  basis.  Compiling  fiscal  impact  reports 
will  allow  the  State  to  better  evaluate  the  sys- 
tem and  to  improve  accountability  to  the  citi- 
zens of  Indiana.  Such  reports  are  now  being 
developed. 

One  result  of  the  system  is  that  county  and 
Public  Assistance  Division  eligibility  staff  will 
soon  routinely  receive  copies  of  letters  sent  by 


the  Medicaid  Division  to  providers  involved  in 
corrective  action.  The  recent  reorganization 
and  expansion  of  the  Medicaid  Division  will 
allow  for  these  needed  improved  reporting  re- 
quirements, which  will  keep  stafi"  informed  of 
issues  that  relate  to  their  work. 

Indiana  believes  the  project  has  significantly 
reduced  misspending  of  Medicaid  funds.  In 
addition,  the  system  has  flexibility  and  thus 
potential  to  respond  to  the  State's  changing 
needs  and  priorities.  We  also  believe  that  con- 
tinual evaluation,  change  and  adaptation  contri- 
bute significantly  to  the  goal  of  having  a  well- 
managed  Medicaid  program. 


Mrs.  Miirlon  Steffy  was  associated  with  the  Marion 
County  Department  of  Public  Welfare,  Indianapolis  from 
June.  1961  to  February  1973,  where  she  was  a  casework- 
er, supervisor  and  Assistant  Chief  Supervisor  of  the 
Family  Services  or  Public  Assistance  Division.  Mrs. 
Stefty  joined  the  Indiana  State  Department  of  Public 
Welfare  in  1973.  She  was  appointed  the  Assistant  Direc- 
tor of  the  Public  Assistance  Division  and  in  1974  was 
appointed  to  her  present  position  as  Director  of  that  Di- 
vision. In  this  capacity,  she  is  responsible  for  the  direc- 
tion and  administration  of  all  of  the  categorical  programs 
and  State  financed  programs.  She  is  an  honors  graduate 
of  Ohio  State  University  and  has  taken  additional  post- 
graduate work  at  Ohio  State,  at  the  Indiana  University 
School  of  Social  Work,  and  at  Butler  University. 
Mrs.  Sally  Ryan  is  a  graduate  of  Indiana  University  with 
a  BS  degree  in  Social  Service.  She  joined  the  Indiana 
State  Welfare  Department  in  1974  as  a  Quality  Control 
reviewer  in  the  AFDC  program.  In  1975,  Mrs.  Ryan 
became  a  supervisor  in  Quality  Control  and  functioned 
as  an  assistant  to  the  Administrative  Supervisor  respon- 
sible for  the  conduct  of  AFDC  and  Medicaid  Corrective 
Action  Committees  of  the  Indiana  State  Welfare  Depart- 
ment. She  has  been  involved  in  originating  and  develop- 
ing the  Medicaid  internal  monitoring  and  abuse  referral 
system.  Mrs.  Ryan  left  the  Indiana  State  Department  of 
Public  Welfare  in  December,  1977. 
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VIEWPOINT:  THIRD  PARTY  LIABILITY 


by  MIKE  SKUTAR 


Historically,  public  assistance  programs  em- 
ploying means  tests  have  operated  on  the  prin- 
ciple that,  within  reason,  available  resources 
should  be  exhausted  before  public  funds  are 
used  to  pay  for  a  service,  or  to  render  assist- 
ance in  some  other  way.  The  idea  that  a  State 
Medicaid  program  should  attempt  to  recover 
amounts  payable  by  third  parties  (other  than 
the  Medicaid  program  and  the  recipient)  is  not 
new.  Implementing  it,  however,  has  been  a 
complicated  task,  and  unfortunately  it  is  not 
fully  accomplished  yet. 

Efforts  in  this  area  in  the  past  were  predicat- 
ed on  the  assumption  that  only  a  small  number 
of  Medicaid  recipients  possessed  the  "classi- 
cal" third  party  resource — a  health  policy  is- 
sued by  a  private  insurer.  It  now  appears, 
based  on  new  studies,  that  from  1 1  to  20  per 
cent  of  Medicaid  recipients  have  some  private 
health  resources,  depending  upon  the  State.  We 
will  need  to  reassess  various  aspects  of  third 
party  programs  in  the  light  of  this  information; 
however,  the  assumption  that  recipients  did  not 
have  standard  resources  forced  us  to  become 
aware  of  other  third  party  resources  that  were 
available.  In  addition  to  health  insurance,  we 
are  now  aware  that  in  dealing  with  Third  Party 
Liability  (TPL)  we  have  to  consider  automobile 
insurance,  liability  insurance  policies  of  busi- 
nesses and  homeowners,  coverage  of  recipients 
under  a  health  policy  issued  to  another,  and 
even  other  Federal  programs,  of  which  Medi- 
care is  the  obvious  instance. 

A  program  of  resource  recovery  from  liable 
third  parties  is  required  by  the  regulations  gov- 
erning the  Medicaid  program — 42  CFR  450.31, 
to  be  precise.  The  regulations  provide  that  a 
State  Plan  must  include  means  to: 

(1)  ascertain  the  legal  liability  of  third  par- 
ties; 

(2)  treat  known  legal  liability  as  a  current 
resource; 


(3)  pay  the  provider  when  and  if  the  legal 
liability  of  a  third  party  is  in  doubt,  or 
payment  will  not  be  reasonably  prompt; 
and 

(4)  seek  reimbursement  from  legally  liable 
third  parties. 

This  all  seems  relatively  simple;  the  trick 
for  States  is  to  do  it. 

One  means  used  to  assist  States  in  perform- 
ing effectively  in  this  area  is  a  series  of  work- 
shops on  TPL  provided  by  the  Institute  for 
Medicaid  Management  (IMM).  A  series  of 
these  workshops  has  recently  been  completed, 
and  there  has  been  time  to  examine  results;  I 
believe,  therefore,  that  some  comments  are  in 
order.  I  was  a  participant  in  several  of  the 
workshops,  as  a  speaker,  an  auditor,  and  a  dis- 
cussion leader.  Before  addressing  the  ways  in 
which  the  workshops  succeeded  or  failed, 
however,  a  discussion  on  some  of  the  problems 
encountered  in  setting  up  TPL  programs,  and 
the  range  of  State  practices,  is  in  order.  (I 
should  note  that  the  "surfacing"  of  many  of 
the  issues  I  discuss  was  due  to  the  workshops.) 


Background 

Auto  insurance,  liability  insurance,  coverage 
under  health  policies  issued  to  someone  other 
than  the  beneficiary,  and  Medicare  were  pre- 
viously mentioned  as  four  types  of  third  party 
resources  that  a  well-designed  TPL  program 
should  be  able  to  tap.  To  sketch  the  complexity 
that  can  be  encountered  when  one  goes  beyond 
these  obvious  examples,  we  might  also  consi- 
der: 

(1)  Workers'  Compensation    coverage,   for 

persons  injuried  in  the  course  of  their 

employment; 
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(2)  liability  of  manufacturer  for  injuries 
caused  by  their  products; 

(3)  absent  parents,  reponsible  by  court 
order  for  the  care  of  their  children,  who 
may  have  resources  or  hold  health  in- 
surance, group  or  individual; 

(4)  Veterans'  benefits;  and 

(5)  CHAMPUS  (Civilian  Health  and  Medi- 
cal Program  of  the  Uniformed  Serv- 
ices,) the  health  program  for  members 
of  military  families. 

Mulling  over  the  possible  complexities  in 
tracking  down  and  coordinating  all  of  the  var- 
ious benefits  that  might  be  available  to  a  bene- 
ficiary— and  of  which  the  beneficiary  might  be 
unaware — makes  one  grateful  that  the  Federal 
regulation  requires  no  more  than  "reasonable" 
measures  on  the  part  of  States  to  recover  third 
party  resources. 


Problems 

Two  of  the  problems  that  existed  at  the  time 
this  article  was  written  have  happily  been  miti- 
gated by  the  passage  of  the  "Medicare/Medi- 
caid  Anti-Fraud  and  Abuse  Amendments," 
also  known  as  HR  3.  The  first  was  the  inclu- 
sion of  clauses  in  many  private  health  insur- 
ance policies  making  Medicaid  the  payor  of 
/yrsf  resort.  These  policies  were  written  so  as  to 
exclude,  in  blanket  fashion,  services  that  Medi- 
caid covers.  Mass  sale  of  policies  of  this  type, 
rather  than  standard  coverage  contracts  with 
the  usual  coordination-of-benefits  clauses, 
would  eventually  mean  the  elimination  of  all 
possibility  of  recovery  from  private  resources, 
and  a  virtual  windfall  for  insurance  companies 
in  States  where  Medicaid  coverage  is  generous. 

HR  3  specifies  that  Federal  financial  partici- 
pation (FFP)  is  not  available  for  medical  care 
provided  to  any  individual  "to  the  extent  that  a 
private  insurer  would  have  been  obligated  to 
provide  such  assistance,  but  for  a  provision  of 
its  insurance  contract.  .  .  limiting.  .  .  such 
obligation  because  the  individual  is  eligible"  for 
Medicaid.  In  less  legal  terms,  if  a  recipient  has 
such  a  policy,  then  Medicaid  services  which, 
except  for  the  exclusion  clause,  would  have 
been  covered  by  the  policy,  arc  not  allowable 


for  FFP  purposes.  This  provision  has  the  effect 
of  making  all  such  clauses  invalid,  even  though 
(as  I  cannot  forbear  from  adding)  it  is  unen- 
forceable; the  object  of  course,  is  to  prod 
States  into  banning  such  contracts  under  their 
own  insurance  statutes. 

The  second  problem  discussed,  legal  difficul- 
ties attendant  upon  obtaining  assignment  of  any 
third  party  benefits  due  recipients  to  the  Medi- 
caid program,  is  also  obviated  by  HR  3; 
States  are  permitted  to  specify  assignment  as  a 
condition  of  eligibility. 

These  problems  are  illustrative  of  barriers 
that  State  laws  placed  in  the  path  of  an  effec- 
tive TPL  effort  as  of  this  writing;  State  laws 
need  to  be  brought  into  conformity  with  HR 
3.  Beyond  these  obvious  cases,  however,  it  has 
to  be  recognized  that  the  Federal  Medicaid 
laws,  general  State  laws,  and  the  States'  own 
corporation  and  insurance  laws,  can  interact  in 
ways  that  are  inimical  to  a  TPL  program. 

So  as  not  to  waste  staff  time  and  in  order  to 
make  a  working  TPL  program  a  real  possibility. 
State  Medicaid  agencies  need  to  communicate 
their  problems  to  their  legislatures,  and  the  leg- 
islators in  turn  need  to  develop  an  appreciation 
of  the  ways  in  which  TPL  programs  can  save 
funds.  A  recent  article  in  the  HCFA  Recorcfl 
gave  an  estimate  of  one  billion  dollars  in  possi- 
ble savings  per  year — about  6.9%  of  total  Medi- 
caid costs — that  could  be  regained  by  collecting 
resources  from  private  insurers.  As  inspiring  as 
that  estimate  is.  State  legislators  still  need  to  be 
convinced  that  the  program  will  save  money  in 
their  State.  The  more  familiar  State  staff  are 
with  the  various  third  party  resources  available, 
the  more  they  can  assist  legislatures  to  create 
the  legal  environment  in  which  a  program  can 
be  effective.  Such  familarity  with  TPL  re- 
sources will  also  facilitate  designing  a  program 
that  legislatures  will  fund  more  readily. 

Another  problem,  not  obviated  by  HR  3, 
which  stands  in  the  way  of  full  effectiveness  of 
TPL  programs  is  the  lack '.of  clear  Federal 
direction.  There  were  no  specific  Federal  guide- 
lines extant  prior  to  June,  1976.  Despite  this, 
some  States  did  succeed  in  creating  worthwhile 
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TPL  programs.  The  limited  success  of  sucii 
programs,  encouraging  though  it  is,  does  not 
relieve  HEW  of  the  responsibiHty  to  provide 
firm  guidance.  "The  Feds  want  us  to  do  it"  is  a 
strong  argument  in  the  hands  of  State  managers 
deaUng  with  legislatures  and  State  executives; 
the  perception  of  this  needs  to  be  strengthened 
at  the  Federal  level. 

Federal  direction  could  encourage  States  to 
apply  all  the  TPL  program  possibilities  that 
exist.  As  matters  stand  now,  although  some 
strong  State  TPL  programs  exist,  more  are  bits 
and  pieces  of  a  full-scale  effort.  Some  States 
concentrate  on  probate  cases,  while  remaining 
weak  in  the  areas  of  casualty  and  health  insur- 
ance; others  give  emphasis  to  casualty  cases, 
devoting  a  minimum  effort  to  health  insurance 
recoveries.  Medical  support  enforcement 
against  absent  parents  is  not  fully  in  operation 
in  any  State.  (HR  3  provides  a  financial  incen- 
tive for  interstate  agreements  on  this.)  Even  in 
some  of  the  progressive  States,  there  is  a  total 
absence  of  any  method  to  ensure  that  veterans' 
benefits  are  exhausted  before  Medicaid  is 
called  upon. 

Among  the  many  useful  efforts  that  could  be 
accomplished  at  the  Federal  level  are  the  pro- 
duction of  specific  guidelines,  manuals,  training 
programs,  and  model  State  legislation,  and  the 
provision  of  in-house  technical  assistance  when 
needed.  Much  of  this  falls  under  the  IMM,  but, 
unfortunately,  the  IMM  has  a  small  staff  and 
its  resources  are  limited.  Even  the  use  of  State 
personnel  on  occasion  does  not  accomplish  all 
that  needs  to  be  done;  what  is  needed  is  a  sig- 
nificant and  clear  Federal  commitment  to  mak- 
ing serious  TPL  programs  operational  in  the 
States. 

Yet  another  consideration  is  uniform  and 
understandable  reporting.  Data  problems  have 
plagued  the  Medicaid  program  from  the  begin- 
ning, and  while  some  few  facts  and  figures  can 
be  counted  on  to  be  "hard"  most  of  the  time, 
information  beyond  the  obvious,  such  as  num- 
ber of  recipients,  total  administrative  expenses, 
medical  assistance  payments  by  category,  etc., 
may  often  consist  only  of  good  guesses.  At 
State  and  Federal  levels,  the  program  too  often 
is  forced  to  walk  a  tightrope  blindfolded.  States 
have  contributed  to  this  to  some  degree  by 
complaining  about  the  alleged  excess  of  infor- 
mation  demanded    by    the    Medicaid    Bureau. 


Regardless  of  the  validity  or  invalidity  of  these 
complaints,  information  about  TPL  programs 
and  their  efforts  would  be  of  help  to  all  the 
States. 

The  Medicaid  Bureau  should  take  the  initia- 
tive in  devising  a  uniform,  meaningful  method 
for  States  to  report  recoveries.  As  matters 
stand  now,  it  is  a  rare  instance  in  which  all 
TPL  recoveries  for  Medicaid  expenditures  wind 
up  credited  to  the  Medicaid  program.  The  de- 
velopment and  enforcement  of  a  uniform  ac- 
counting system  would  also  finally  make  TPL 
information  "hard"  enough  to  trust  and  could 
encourage  more  aggressive  TPL  efforts  at  least 
from  the  State  embarassment  that  might  ensue, 
if  not  from  recognition  that  TPL  recovery  can 
be  highly  cost-effective. 

It  is  a  credit  to  the  initiative  and  progressive- 
ness  of  IMM  that  some  of  its  staff  members 
themselves  raised  the  next  issue,  lack  of  finan- 
cial incentives.  There  appears  to  be  a  certain 
financial  rewards  threshold  that  will  trigger 
State  behavior  pleasing  to  Federal  officials,  and 
so  far,  the  perceived  rewards  of  a  serious  TPL 
effort  are  below  that  threshold  for  most  States. 
One  possibility  is  the  development  of  a  percen- 
tage-of -recovery  "reward"  system  for  States 
with  TPL  programs  meeting  certain  criteria. 
The  National  Council  of  State  Medicaid  Direc- 
tors has  endorsed  the  idea  (as  one  might  have 
guessed.)  Beyond  simple  financial  reward  to 
States,  a  Federal  incentive  payment  would 
serve  to  finally  tip  many  State  legislatures  to- 
wards adequate  funding  of  TPL  programs. 
And,  given  the  recovery: cost  ratios  seen  in 
good  TPL  programs,  there  should  be  a  net  sav- 
ing in  Federal  costs. 


Workshop  Accomplishments 

So  much  for  the  problems.  What  have  the 
workshops  achieved?  First  of  all,  I  think  it  can 
be  said  that  they  gave  those  involved  in  manag- 
ing TPL  programs  at  the  State  level  a  chance  to 
talk  together  and  arrive  at  a  common  view  of 
their  major  problems.  Not  all  States  have  ap- 
proached matters  in  the  same  way.  The  work- 
shops have  helped  the  States,  collectively,  to 
avoid  reinventing  the  wheel  individually.  We  at 
least  know  that  we  are  dealing  with  a  spectrum 
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of  possible  TP  resources,  not  just  health  insur- 
ance, not  jusr  casualty  insurance,  etc. 

Secondly,  the  workshops  served  to  make  us 
aware  of  the  views  of  private  health  insurers. 
The  executive  officers  sent  to  the  workshops  by 
the  Health  Insurance  Association  of  America 
(HIAA)  provided  us  with  a  perspective  on  our 
efforts  and  convinced  us  that  we  would  not 
make  our  own  tasks  any  easier  by  making 
theirs  any  harder.  I  might  mention  in  this 
connection  that  administrative  penny-pinching 
that  goes  to  the  point  of  denying  private  insur- 
ers information  necessary  to  establish  proof-of- 
loss  from  Medicaid  records  (so  that  they  have 
to  make  additional  expenditures  in  order  to 
obtain  it)  is  one  sure  way  to  guarantee  little 
cooperation  from  the  private  sector. 

The  Institute  for  Medicaid  Management  also 
performed  a  signal  service  in  bringing  some 
knowledgable  people  from  the  Medicare  Bu- 
reau (MAB)  into  our  discussions.  It  became 
clear  that  while  there  would  still  be  problems, 
better  coordination  between  the  State  Medicaid 
agencies  and  MAB  would  be  needed  to  ensure 
that  Medicare  resources  available  would  be 
used  for  Medicaid  recipients  entitled  to  them. 

It  became  clear  during  the  workshops  that 
the  Department  of  Defense  and  HEW  will  have 
to  do  more  to  coordinate  CHAMPUS  and  Med- 
icaid benefits  so  that,  at  the  very  least,  those 
entitled  to  CHAMPUS  but  using  Medicaid  ben- 
efits instead  will  be  informed  of  the  benefits 
available  to  them  and  be  enrolled  in  CHAM- 
PUS. Also  at  some  point  in  the  near  future, 
CHAMPUS  fiscal  intermediaries  need  to  be 
provided  with  clear  guidelines  whereby  they 
will  honor  claims  paid  by  Medicaid  for  CHAM- 
PUS beneficiaries. 

An  obvious  point  in  regard  to  such  major 
Federal  third  party  payors  as  Medicare  and 
CHAMPUS  is  that  tape-to-tape  data  exchange 
and  billing  should  be  perfected.  Beyond  this, 
Michigan  has  made  some  major  advances  to- 
wards systems  coordination  with  such  private 
health  insurers  as  Blue  Cross/Blue  Shield.  A 
common  billing  form  has  been  designed,  and 
systems  coordination  methods  are  being  devel- 
oped. Other  States  learned  from  Michigan's 
effort. 

From  one  standpoint,  the  workshops  accom- 
plished a  great  deal;  from  another,  they  did  lit- 
tle. The  first  significant  achievement  is  simply 


bringing  States  together  and  allowing  them  to 
talk.  Although  IMM  workshops  demonstrate 
over  and  over  again  that  States  accomplish  a 
good  deal  when  they  come  together  and  ex- 
change ideas  and  information.  States  do  this 
only  sporadically,  if  at  all,  unless  prodded  by 
the  IMM  or  some  other  segment  of  the  Medi- 
caid Bureau.  The  Federal  expertise  displayed  in 
selecting  State  personnel,  developing  agendas, 
and  providing  assistance  from  Federal  staff, 
both  within  and  without  IMM  and  the  Bureau, 
was  impressive,  as,  of  course,  was  accomplish- 
ing the  various  mundane  responsibilities  attend- 
ant to  any  conference  or  workshop. 

From  another  standpoint,  the  workshops, 
while  about  as  much  as  can  be  expected  given 
current  Federal  resources,  were  just  not 
enough.  Not  being  enough,  not  meeting  all  the 
needs  that  they  clearly  show  to  exist,  may  in 
fact  be  their  most  valuable  contribution. 

My  point  is  this:  workshop  participants  again 
and  again  complain  that  they  have  "no  one  to 
talk  to"  about  TPL  problems.  There  is  no  iden- 
tifiable Medicaid  Bureau  staff  with  TPL  as  its 
sole  responsibility;  the  same  is  true  at  the  Re- 
gional Office  level.  As  long  as  there  is  no  ac- 
cessible expertise  at  the  Bureau  and  Regional 
Office  levels,  the  program  in  the  States  will 
continue  to  flounder,  and  each  State  will  do  its 
"own  thing,''  regardless  of  the  merit  it  may 
have.  Although  I  will  grant  that  the  argument 
has  its  flaws.  States  will  continue  to  ask  why 
they  should  devote  significant  effort  to  TPL 
programs  when  there  is,  apparently,  not  enough 
Federal  priority  to  warrant  the  creation  of  an 
identifiable  TPL  unit.  Once  again,  the  psychol- 
ogical dimension  becomes  a  crucial  one,  just  as 
in  the  case  of  some  fiscal  reward  for  significant 
TPL  efforts.  In  practical  terms,  the  Federal 
staff  within  the  IMM  that  currently  devote 
some  time  to  TPL  are  not  sufficient  to  do  the 
amount  of  work  that  needs  to  be  done. 

Based  on  problems  identified  in  the  work- 
shops, and  the  proposed  solutions  (full  or  par- 
tial) offered,  I  can  suggest  the  following  as 
important  successors  to  the  IMM  workshops.  I 
offer  them  in  a  hypothetical  form:  if  HEW  is 
willing  to  devote  the  necessary  personnel  and 
resources  to  a  TPL  effort,  then  the  following 
ought  to  have  first  priority: 

(1)  States  should  have  assistance  in  formu- 
lating legislation   that   will   make   their 
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TPL  programs  both  workable  and  ef- 
fective; 

(2)  the  tasks  of  identifying  third  party 
resources  at  all  stages  of  providing 
services  under  Medicaid  must  be  stud- 
ied, and  streamlined.  Caseworkers, 
providers,  fiscal  intermediaries,  and 
State  TPL  staff  all  need  to  be  educated 
on  the  ways  they  can  ensure  that  all 
available  TPL  resources  are  recovered; 

(3)  effective,  ongoing  liaison  with  the  oth- 
er Federal  medical  care  programs,  and 
with  the  private  health  insurance  indus- 
try, must  be  developed;  and,  finally, 

(4)  once  a  strong  Federal  TPL  staff  is  pre- 
sent,  this  staff  should   provide   guide- 


lines, develop  a  reporting  structure, 
create  some  form  of  TPL  Quality  Con- 
trol, and  design  monitoring  devices  and 
computer  support  to  ensure  that  the 
program  works. 


Michael  Skutar  developed  Michigan's  Third  Party  Liabili- 
ty Program  and  managed  it  for  the  last  five  and  one-half 
years.  He  has  an  extensive  background  in  health  and  casual- 
ty insurance.  He  received  his  undergraduate  degree  at  the 
University  of  Detroit  and  is  an  alumnus  of  the  Detroit  Col- 
lege of  Law.  After  his  service  with  the  State  of  Michigan, 
Mr.  Skutar  founded  a  firm,  Skutar  Associates,  engaged  in 
private  consulting  for  health  care  systems.  The  firm  has 
offices  in  Washington,  D.C.  and  Lansing,  Michigan. 
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DEVELOPING  S/UR:  STRATEGY  AND  USAGE 


by  DAN  BOYLE 


Introduction 

S/UR,  the  Surveillance  and  Utilization  sub- 
system of  the  Medicaid  Management  Informa- 
tion System  (MMIS),  was  originally  proposed 
as  part  of  the  MMIS  General  Systems  Design 
in  August,  1971.  Additional  conceptual  devel- 
opment occurred  during  a  detailed  systems  de- 
sign in  Ohio,  the  prototype  State,  where  the 
first  S/UR  reports  were  produced  in  May,  1973. 
Funding  for  S/UR  was  provided  in  the  1972 
Amendments  (PL  92-603)  to  the  Social  Security 
Act,  which  allow  90  percent  Federal  Financial 
Participation  (FFP)  in  States'  costs  for  the  de- 
sign, development,  and  installation  of  improved 
mechanized  claims  processing  and  information 
retrieval  systems.  75  percent  FFP  is  allowed 
for  the  operating  costs  of  such  systems. 

Presently,  14  States  have  fully  operational 
MMIS  systems  (which  must  include  S/UR) 
while  30  more  States  are  well  into  the  process 
of  installing  such  systems.  The  accumulated 
experience  in  the  design,  installation  and  use  of 
such  systems  can  provide  guidance  to  States 
now  in  earlier  stages  of  development.  One 
hopes  that  the  outcome  of  this  experience  will 
be  S/UR  systems  more  efficient,  more  economi- 
cal, and  beyond  all  else,  more  useful  than  their 
predecessors.  A  useful  S/UR  is  one  which 
makes  the  required  post-payment  review  man- 
ageable. It  should  successfully  isolate  the  few 
providers  and  recipients  whose  experience  is 
truly  exceptional,  and  provide  high  quality  data 
for  determining  whether  the  apparently  excep- 
tional experience  is  justified  or  in  fact  repre- 
sents inappropriate  utilization  of  the  Medicaid 
program. 

Inappropriate  utilization  ranges  from  minor 
defects  in  the  quantity  or  quality  of  service 
rendered,  to  abusing  the  program  to  maximize 
payments,  intentionally  defrauding  the  program 
by  billing  for  services  not  provided,  or  by  bill- 


ing for  more  expensive  services  than  were  ac- 
tually provided.  The  ultimate  purpose  of  S/UR 
is  to  permit  correction  of  such  inappropriate 
use  of  Medicaid  services.  Possible  corrective 
actions,  in  ascending  order  of  severity,  include: 

1.  education; 

2.  administrative  action; 

3.  peer  review; 

4.  recovery  of  funds; 

5.  suspension  or  termination  from  partici- 
pation in  the  program; 

6.  referral  to  licensing  boards;  and 

7.  referral  to  law  enforcement  authorities. 

S/UR  does  not  produce  a  standard  set  of  re- 
ports. The  systems  designs  and  reporting  for- 
mats vary  from  State  to  State.  However,  the 
different  approaches  are  functionally  similar.  In 
each  State,  S/UR: 

1.  identifies  providers  and  recipients 
whose  experience  is  exceptional  and 
automatically  produces  summarized 
information  about  them; 

2.  covers  all  categories  of  medical  services 
(inpatient  hospital,  physician,  pharma- 
cy, etc.)  and  all  classes  of  recipients  (by 
eligibility  or  age  grouping); 

3.  compares  patterns  of  provider  practice 
and  recipient  utilization; 

4.  analyzes  Medicaid  utilization  experience 
by  means  of  statistical  norms  of  care; 

5.  uses  information  derived  from  the  pay- 
ment of  bills;  and 

6.  generates  reports  for  use  after  payment 
has  been  completed. 


Development  of  a  Definite  S/UR  Strategy 

The  S/UR  subsystem  is  useable  in  a  variety 
of  strategies.  S/UR  can  detect  situations  likely 
to  have  been  caused  by  fraudulent  or  abusive 
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use  of  Medicaid  services  by  physicians,  phar- 
macists, and  others  who  provide  services  as 
well  as  by  persons  who  receive  services.  When 
a  State  formulates  an  S/UR  strategy  of  this 
type,  the  emphasis  should  be  on  developing 
sound  cases  for  referral  to  law  enforcement 
agencies  or  to  auditors  for  recovery  of  funds 
improperly  paid. 

S/UR  can  also  support  an  educational  strate- 
gy by  showing  providers  the  consistent  patterns 
in  their  practices.  Providers  concentrating  on 
each  patient  as  encountered  often  have  little 
awareness  of  their  practice  patterns,  and  little 
opportunity  to  examine  them  on  their  own. 
(Here  "patterns"  mean  consistent  use  of  cer- 
tain types  of  office  visits,  prescriptions,  labora- 
tory procedures,  and  hospital  admissions.) 
Practice  patterns  can  range  from  commendable, 
through  acceptable,  to  abysmal.  With  an  educa- 
tional strategy  and  a  responsive  medical  com- 
munity, individual  providers  with  exceptional 
patterns  of  ineffective  or  uneconomical  medical 
care  can  be  identified  and  corrective  actions 
initiated. 

Using  the  same  amount  of  staff  resources. 
States  can  deal  with  many  more  providers  us- 
ing an  educational  strategy  than  when  they 
concentrate  solely  on  detecting  fraud  and  fla- 
grant abuse.  Consequently,  the  State's  choice 
is  between  marginal  improvement  in  perform- 
ance of  many  providers,  or  more  tangible  court 
cases  and  recovery  of  funds  from  a  few. 

Fraud  and  abuse  detection  and  education 
strategies  represent  the  extremes  of  the  choices 
available.  The  strategy  selected  by  a  State 
should  encompass  elements  of  both,  and  from 
time  to  time.  States  should  vary  their  S/UR 
strategy. 

In  any  event,  a  well-defined  and  articulated 
S/UR  strategy  is  essential  if  a  State  is  to  get 
this  new,  enlarged  activity  underway.  Without 
strategy,  the  amount  of  S/UR-related  data  pro- 
cessing and  the  volume  of  S/UR  reports  will  be 
unmanageable,  and  staff  will  be  only  sporadi- 
cally productive. 

Decisions  on  S/UR  strategy  necessarily  re- 
flect opinions  on  the  nature  of  the  Medicaid 
program  and  its  regulations.  At  the  very  least, 
S/UR  must  attempt  to  ensure  that  the  quantity 
and  cost  of  services  purchased  are  within 
bounds,  and  consistent  with  efficiency,  econo- 
my,  and    quality   of   care.    In   addition,   since 


Medicaid  is  a  large  purchaser  of  medical  care. 
State  administrators  have  a  responsibility  to 
use  this  financial  leverage  to  affect  positively 
the  way  medical  services  are  organized  and  de- 
livered. 

An  S/UR  strategy  involves  establishment  of 
priorities  for  (at  least)  the  following  reasons: 

a)  in  a  large  Medicaid  program,  exception- 
al patterns  will  be  too  numerous  for 
each  to  be  considered; 

b)  some  exceptional  patterns  must  be  dealt 
with  to  forestall  harm  to  recipients  or 
public  criticism;  and 

c)  the  resolution  of  some  kinds  of  excep- 
tional patterns  is  more  likely  than  oth- 
ers to  benefit  the  program. 

In  selecting  an  S/UR  strategy,  the  basic  con- 
cepts and  potential  of  S/UR  should  be  taken 
into  account.  Problems  can  be  encountered 
with  States'  existing  approaches  to  utilization 
review  when  S/UR  is  installed.  For  example, 
the  refinements  and  capability  of  S/UR  may  be 
largely  wasted  if  it  is  limited  to  supporting  ex- 
isting utilization  review  methods  relying  heavily 
on  a  detailed  review  of  claims  history. 

With  respect  to  priorities.  States  should  give 
first  attention  to  the  category  of  service  with 
the  largest  cost,  the  fewest  providers,  greater 
potential  for  change,  and  quality  reports. 
Where  PSROs  are  not  operational,  the  prime 
candidate  is  hospital  care.  Long  term  care 
would  be  lower  on  the  list,  mostly  because  oth- 
er approaches  to  utilization  review  are  already 
available  and  used  for  such  care.  On  the  recipi- 
ent side,  priority  should  be  given  to  cases 
where  the  medical  care  reviewed  is  likely  to  be 
harmful,  as  well  as  unnecessary  and  expensive. 
State  agencies  may  further  select  their  strate- 
gies to  focus  on  problems  one  at  a  time  (e.g., 
on  physicians  who  have  a  high  ratio  of  initial 
office  visits  and/or  injections  to  all  office  visits) 
or  on  finding  the  providers  whose  overall  prac- 
tices are  most  deviant. 

S/UR  strategy,  in  addition  to  developing  pro- 
cedures for  using  the  system,  has  to  be  con- 
cerned with  developing  a  proper  environment 
in  which  S/UR  can  be  effectively  used.  This 
means  working  towards  the  goals  outlined  be- 
low. 
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Creating  a  Working  S/UR  Environment 

As  the  system  is  developed,  S/UR  managers 
should  be  concerned  with  the  following: 

(1)  Acceptance  of  S/UR  by  medical  and  heal- 
ing arts  professionals:  The  task  of  acquainting 
providers  with  the  purposes  and  concepts  of  S/ 
UR  is  a  crucial  one.  Providers  must  understand 
that  S/UR  is  "fair"  and  minimally  bothersome 
to  them  since  it  seeks  out  truly  exceptional  sit- 
uations and  that  S/UR  does  not  presume  that 
a// exceptional  situations  represent  abuse  of  the 
Medicaid  program.  As  mentioned  earlier,  provi- 
ders should  be  made  aware  that  S/UR  reports 
can  be  of  direct  benefit  to  them:  S/UR  is  not 
limited  to  flagging  "exceptions",  but  also  pro- 
duces information  of  interest  to  them  on  norms 
of  care,  pattern  of  practices,  and  related  mat- 
ters. 

Acceptance  of  S/UR  by  medical  and  healing 
arts  professionals  also  facilitates  their  early  and 
continuous  involvement  in  review  of  reports 
and  in  the  decision-making  regarding  report 
content  and  parameter  selection.  The  coopera- 
tion of  professionals  is  essential  in  establishing 
procedures  and  guidelines  for  report  analysis, 
which  can  aid  in  distinguishing  those  situations 
which  can  be  handled  routinely  by  lay  analysts 
and  those  that  should  be  immediately  referred 
for  professional  judgment.  In  addition,  the 
health  professionals  are  needed  to  assess  a 
State's  utilization  experience  against  national 
utilization  experience.  S/UR  reports  indicate 
situations  which  deviate  from  a  State's  own 
norms.  It  is  important  to  go  one  step  beyond, 
to  compare  a  State's  utilization,  keeping  age 
and  sex  constant,  with  what  is  known  of  the 
experience  of  the  general  population. 

(2)  Precise  Medicaid  Policies  and  Procedures: 
Computer  systems  large  enough  to  process  the 
data  essential  for  S/UR  have  amazing  capabili- 
ties; still,  they  operate  in  terms  of  zeros  and 
ones.  Computers  cannot  function  with  such 
terms  as  "usually",  "almost",  "sometimes", 
"about",  "perhaps",  or  "maybe".  Conse- 
quently, a  successful  S/UR  depends  on  the 
State  first  setting  precise  Medicaid  policies 
about  the  number  and  kinds  of  medical  services 
to  be  provided,  prior  authorization  procedures, 
eligibility,  rates  of  reimbursement,  billing  pro- 
cedures, and  data  to  be  collected  and  pro- 
cessed. The  policies  must  be  conveyed  to  pro- 


viders in  the  form  of  manuals  and  instructions 
for  completing  billing  forms.  In  order  to  suc- 
cessfully change  billing  systems,  especially 
when  one  requires  more  data  and  more  preci- 
sion from  providers,  one  must  show  some  di- 
rect benefits  to  them.  These  benefits  may  be 
better  claims  processing  resulting  in  faster 
payments,  or  more  information  to  help  the 
provider  with  his  bookkeeping,  in  the  form  of 
complete  explanations  accompanying  the 
checks.  For  States  using  an  "educational"  S/ 
UR  strategy,  still  more  information  could  be 
made  available  to  providers  (i.e.,  copies  of 
their  own  profiles)  as  well  as  more  generalized 
information  on  norms  of  care,  program  expend- 
itures, etc. 

Uniform  understanding  of  policy  and  proce- 
dures must  exist  not  only  among  those  adminis- 
tering the  Medicaid  program  and  using  S/UR 
and  other  reports,  but  among  providers  and 
recipients  as  well.  Otherwise,  the  claims  pay- 
ment process  will  bog  down.  Since  S/UR  is  en- 
tirely dependent  on  claims  processing  for  its 
data,  a  bogged-down  payment  system  impacts 
on  S/UR  in  instantaneous  and  disastrous  fash- 
ion. The  old  cliche  of  "garbage  in,  garbage 
out"  has  no  surer  application  than  when  poor 
quality  data  is  processed  and  reported  for  S/ 
UR  purposes.  As  one  State  official  has  re- 
marked, "It  is  a  little  embarrassing  to  go  to  a 
doctor's  office  and  confront  him  with  some- 
thing and  find  out  you  are  full  of  baloney,  even 
if  it  is  wholly  caused  by  the  fact  his  people 
have  not  filled  out  forms  properly."  Though 
training  of  providers  and  their  office  staffs  on 
billing  procedure  changes  cannot  be  over-em- 
phasized. 

The  need  for  accurately  processing  data 
which  reflects  State  Medicaid  policy  and  proce- 
dures is  constant,  particularly  during  computer 
systems  development. 

(3)  Continuous  Involvement  of  Medicaid 
Program  Personnel  in  Systems  Development:  It 
is  axiomatic  that  systems  analysis  and  design 
depends  on  a  careful  review  of  the  basic  re- 
quirements; that  is,  one  must  determine  what 
job  needs  to  be  done.  When  this  analysis  is  not 
well  done,  the  needs  and  preferences  of  the 
people  using  the  S/UR  reports  are  not  met. 
When  the  system  becomes  operational,  the 
users  may  not  accept  it  as  their  own.  They  may 
resist  it  as  something  new,  being  imposed  on 
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them  from  the  outside  against  their  wishes.  In- 
tense eflFort  may  be  required  to  convince  those 
responsible  for  utilization  review  that  the  sys- 
tem will  facilitate  their  work.  This  scenario, 
unfortunately,  has  occurred  in  some  States.  In 
some  of  the  first  States  to  implement  S/UR,  no 
organized  or  recognized  user  group  existed,  so 
extensive  user  involvement  was  not  feasible.  In 
the  interests  of  time  and  an  early  increase  in 
Federal  matching,  a  detailed  S/UR  systems  de- 
sign from  one  State  has  been  adopted  by  sever- 
al others  with  transfer  regarded  as  essentially  a 
systems  matter.  The  S/UR  was  thus  presented 
to  an  embryonic  user  group,  who  were  told  the 
purpose,  concepts  and  structure  of  the  S/UR 
design  only  days  before  planning  for  implemen- 
tation began. 

Large  scale  transfer  of  S/UR  systems  from 
State  to  State  has  merit  and  is  in  accordance 
with  Federal  intent.  However,  such  transfers 
will  always  require  lengthy  and  costly  refine- 
ments unless  there  is  substantial  user  involve- 
ment to  assure  that  needs  arising  from  the  new 
State's  procedures,  attitudes,  and  political  envi- 
ronment are  taken  into  account. 

For  States  now  developing  S/UR,  there  is  an 
additional  consideration.  S/UR  users  and  the 
systems  staff  must  identify  and  assess  the  latest 
developments  in  systems  approaches.  Much 
has  been  learned  about  S/UR  since  its  General 
Systems  Design  and  prototype  days;  these  ad- 
vances must  be  considered  or  the  State  runs  the 
risk  of  developing  a  system  less  flexible,  less 
efficient,  and  harder  to  use  than  some  already 
available.  Extra  care  in  S/UR  development  can 
be  expected  to  have  benefit  in  later  efficiency 
and  ease  of  operation. 

(4)  Sound  Working  Relationships  Between  8/ 
UR  Users  and  Data  Processors:  Data  processing 
personnel  are  fondest  of  systems  that  are  con- 
stant and  routine,  since  this  makes  it  easy  to 
estimate  the  resources  required,  and  to  plan  the 
runs.  S/UR  does  not  usually  comply  with  such 
desires. 

In  some  States  where  the  original  S/UR  de- 
sign was  hasty,  day  by  day  operations  involved 
substantial  programming  changes  to  improve  S/ 
UR  reports  and  operations.  Providers  had  to  be 
grouped  in  classes  to  assure  that  like  was  being 
compared  to  like,  diagnostic  and  procedure 
codes  translated  into  English,  processes  devel- 
oped to  weight  and  rank  exceptional  providers; 


statistical  support  software  packages  studied; 
and  quarterly  reporting  periods  set  to  conform 
with  calendar  periods. 

Since  many  features  of  S/UR  are  parameter, 
or  table-driven,  substantial  changes  can  be 
made  from  report  to  report  and  therefore,  in 
data  processing  operations  from  one  run  of 
reports  to  the  next.  Class  grouping  will  change, 
as  will  items  selected  for  comparison  purposes 
(report  items,)  the  definitions  of  exception  lim- 
its, and  time  periods  reported.  (Although  five 
quarters  of  data  are  available,  it  is  not  required 
that  they  all  be  used  for  exception  processing.) 
S/UR  activities  also  generate  many  requests  for 
detailed  reports,  frequency  distributions,  and 
special  reports  which  require  a  report  writer,  a 
special  subroutine  designed  to  retrieve  data,  do 
graphics,  etc. 

These  requests  should  not  be  considered  ad 
hoc.  In  an  established  S/UR  program,  the  vol- 
ume of  these  specal  reports  can  be  anticipated, 
so  that  adequate  computer  resources  are  allo- 
cated, even  though  the  precise  nature  of  the 
requests  will  not  be  known.  The  need  for 
sound  working  relationships  and  communica- 
tion between  S/UR  users  and  data  processing 
personnel  is  constant,  and  conflicts  are  fre- 
quent enough  to  justify  a  somewhat  formal 
structure.  A  formal  communication  structure 
permits  users  to  express  desired  changes  in 
terms  acceptable  to  data  processors.  It  also 
gives  data  processing  personnel  opportunity  to 
indicate  what  is  possible,  given  their  workload 
and  the  limitations  of  the  systems.  This  leads 
to  a  better  realization  of  the  needs  and  con- 
straints affecting  the  behavior  of  both  users  and 
data  processors.  Since  S/UR  depends  heavily 
on  knowledge  of  statistics  for  setting  proper 
exception  levels,  both  users  and  data  proces- 
sors will  benefit  from  having  a  statistician  in- 
volved. 

Responsiveness  by  data  processing  staff  to  S/ 
UR  user  requests  is  critical;  without  it  S/UR 
performance  is  ineffective  and  the  energy  of  S/ 
UR  staff  is  wasted  in  internicene  battles. 

(5)  Adequate  Staff  and  Organization  Including 
Agency  Director  Involvement:  In  most  States,  S/ 
UR  adds  a  substantially  new  and  complex  func- 
tion requiring  additional  staff.  S/UR  must  be 
fitted  into  an  existing  organization  and  integrat- 
ed with  related  functions.  States  have  always 
handled  complaints  about  providers  and  recipi- 
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ents  and  dealt  with  scandals  as  they  became 
apparent,  but  thorough  post-payment  review  of 
services  has  been  limited.  Consequently,  the 
number  of  situations  discovered,  and  the  staff 
handling  them,  has  been  small. 

S/UR  brings  change,  since  its  purpose  is  to 
routinely  discover  provider  and  recipient  situa- 
tions exceptional  enough  to  be  analyzed  and 
investigated  (if  necessary.)  Given  the  numbers 
of  providers  and  recipients  participating  in 
Medicaid,  the  volume  of  exceptional  situations 
is  great  even  when  "exceptionar'  is  very  con- 
servatively defined.  Ohio,  for  example,  has 
over  700,000  Medicaid  recipients  and  about 
30,000  providers.  When  limits  are  set  to  detect 
only  three  per  cent  of  exceptional  situations, 
900  providers  and  21,000  recipients  would  re- 
ceive attention  from  S/UR  staff.  In  practice, 
most  of  the  attention  is  focused  on  providers, 
since  they  have  a  greater  eiTect  on  the  services 
purchased  than  do  recipients. 

In  a  sense,  the  S/UR  staff's  mission  is  to  go 
out  of  its  way  to  look  for  trouble.  They  seek 
out  exceptional  provider  practice  or  recipient 
utilization.  They  remove  the  "I  didn't  know" 
excuse  for  agency  inactivity.  They  force  con- 
tacts, even  confrontations,  with  providers  and 
recipients. 

S/UR  is  an  activity  requiring  skill  and  should 
not  be  undertaken  lightly.  The  cooperation  of 
both  provider  and  recipients  is  essential  to 
Medicaid  success;  they  are  often  influential  al- 
lies of  the  Medicaid  program  in  securing  appro- 
priations, are  to  some  extent  organized,  may  be 
powerful  as  individuals,  and  providers  in  parti- 
cular have  the  resources  to  hire  skilled  lawyers. 

Since  S/UR  affects  so  many  sensitivities  - 
provider,  recipient,  taxpayer,  political  -  it  is 
necessary  that  the  State  agency  commit  itself 
to  S/UR;  top  State  agency  officials  must  pro- 
vide active  support  when  going  gets  rough.  With- 
out this  commitment,  the  S/UR  progress  will 
falter,  staff  become  demoralized,  and  the  pro- 
gram ineffectual. 

S/UR  staff  requirements  vary  by  the  size  of  a 
program  and  by  the  strategy  selected;  conse- 
quently, specific  recommendations  about  num- 
bers of  staff  are  difficult  to  make.  Some  idea  of 
S/UR  staffing  requirements  can  be  drawn  from 
the  experience  of  selected  States.  Michigan  has 
over  80  persons  on  its  S/UR  staff;  Ohio,  36; 
Arkansas,  16;  Minnesota,  16;  and  Indiana,  6.  I 


do  not  suggest  that  these  staffs  are  of  ideal 
size,  but  point  out  that  even  States  with  mid- 
size Medicaid  programs  need  substantial  addi- 
tional staff  for  an  effective  S/UR. 

(6)  Adequate  Orientation  and  Training:  Since 
S/UR  is  a  departure  from  other  forms  of  utili- 
zation review  in  both  type  and  intensity,  the 
importance  of  orientation  and  training  is  appar- 
ent. S/UR  potential  cannot  be  realized  until 
analysts  know  the  reports  thoroughly:  what 
each  item  of  a  report  means,  how  the  reports 
relate  to  each  other,  how  to  make  changes  in 
the  reports,  and  how  to  request  non-routine 
reports.  This  training  has  to  be  put  into  a  con- 
text which  covers:  a)  the  authority  for  the 
agency's  involvement  in  postpayment  review, 
including  purpose  and  objectives,  b)  the  history 
and  structure  of  the  MMIS,  c)  data  processing 
basics,  d)  the  rationale  for  the  agency's  S/UR 
strategy,  e)  medical  terminology,  f)  basic  statis- 
tical concepts,  g)  techniques  for  report  analys- 
es, h)  interviewing  skills  and  procedures  for 
field  investigators  to  assure  recipient  and  provid- 
er rights  are  not  abused,  and  that  information 
obtained  is  acceptable  for  audit  or  law  enforce- 
ment purposes,  and  i)  use  of  internal  adminis- 
trative controls  and  procedures  to  promote 
efficiency,  assure  accountability,  and  provide  a 
basis  for  assessing  S/UR  staff  performance. 
Michigan  and  Ohio  are  among  the  States  with 
well-structured  S/UR  training  programs. 

S/UR  training  should  be  focused  on  using  the 
system's  tremendous  flexibility.  Flexibility  is  at 
once  S/UR's  greatest  strength  and  worst  liabili- 
ty. Properly  used,  it  enables  the  State  to  zero 
in  on  problems  without  overburdening  staff. 
Improperly  used,  it  results  in  the  identification 
of  too  many  exceptions  that  are  too  vague  for 
quick  analysis.  Associated  problems  will  be 
excessive  data  processing  costs,  a  blizzard  of 
paper,  and  loss  of  credibility.  The  major  areas 
of  flexibility  include  class  grouping,  report 
items,  exception  limits,  and  reporting  periods. 

The  necessary  skill  in  cla^s  grouping  is  the 
ability  to  select  groups  of  providers  and  recipi- 
ents with  similar  characteristics.  In  an  age  of 
medical  specialization,  comparing  a  physician's 
practice  to  all  other  physicians  borders  on  the 
ludicrous.  It  makes  more  sense  to  compare  an 
urban  general  practitioner  with  other  urban 
general  practitioners,  or  even  other  urban  gen- 
eral practitioners  of  the   same  city.  To  para- 
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phrase  a  commonplace  analogy,  class  grouping 
assures  that  Macintoshes  are  compared  to 
Macintoshes,  not  Macintoshes  to  apples,  and 
certainly  not  Macintoshes  to  all  fruits. 

Report  items  are  the  basis  for  making  com- 
parisons: for  example,  comparisons  of  urban 
general  practitioners  on  average  number  of  vis- 
its per  recipient  or  ratio  of  injections  to  office 
visits.  Many  S/UR  systems  permit  the  user  to 
select  from  200  or  more  possible  comparisons 
each  time  reports  are  run.  Selected  items  may 
be  processed  for  information  only.  For  exam- 
ple, the  user  might  also  want  to  know  how 
many  recipients  were  seen,  how  many  dollars 
were  paid,  and  the  ratio  of  office  visits  to  all 
medical  visits. 

A  third  critical  area  is  setting  exception  lim- 
its. At  what  point  should  the  average  number 
of  visits  per  recipient  be  considered  so  exces- 
sive that  a  report  on  that  provider  should  be 
automatically  printed?  Since  the  average  num- 
ber of  visits  per  recipient  does  not  follow  a 
normal  distribution,  setting  the  exception  limit 
at  the  average  plus  two  standard  deviations  is 
risky.  Instead  of  2.5%  of  the  physicians  ex- 
ceeding the  limit  (as  expected  with  a  normal 
distribution,)  as  many  as  25%  could  be  excep- 
tional. However,  the  basic  S/UR  does  have  a 
built-in  aid. 

The  user  can  ask  for  a  frequency  distribu- 
tion. The  frequency  distribution  will  show  how 
many  urban  general  practitioners  had  an  aver- 
age number  of  visits  per  person  from  1  to  1.9, 
from  2  to  2.9,  etc.  If  only  5  per  cent  of  the 
urban  general  practitioners  exceeded  8  visits 
per  person,  the  user  might  choose  to  set  the 
limit  at  that  point.  The  basic  S/UR  divides  15 
months  of  data  on  service  information  into  five 
quarterly  periods.  The  user  might  not  want  to 
do  exception  processing  for  each  time  period, 
so  the  skill  needed  here  is  selecting  the  most 
recent  time  period  with  complete  data.  Proper 
use  of  S/UR's  flexibility  cannot  be  over- 
stressed. 

(7)  Validation  of  Reported  Data:  The  users  of 
S/UR  reports  must  approach  them  with  a  mod- 
est cynicism.  Given  the  volume  of  data  used  in 
S/UR,  errors  are  bound  to  occur.  Errors  usual- 
ly are  of  two  types.  The  first  is  more  in  the 
nature  of  a  misunderstanding  of  definitions 
used  rather  than  an  error.   For  example:  does 


ratio  of  a  physician's  visits  to  recipients  mean 
all  his  visits  divided  by  all  his  Medicaid  pa- 
tients, or  does  it  mean  all  his  visits  divided  by 
the  number  of  his  Medicaid  patients  who  had 
visits?  (For  post-surgical  patients,  there  would 
be  no  charge  for  visits,  even  though  visits  oc- 
curred.) The  latter  definition  typically  applies. 
Actual  errors  can  occur  in  programming  so  that 
the  computer  does  not  make  calculations  ac- 
cording to  expectations.  For  example,  certain 
procedural  codes  representing  office  visits 
might  be  inadvertently  but  erroneously  reported 
as  surgical  services.  The  process  of  validating 
data  reveals  errors  which  would  otherwise  go 
undetected  and  also  has  an  important  side  ben- 
efit: the  users'  knowledge  of  how  the  system 
works  is  increased.  If  errors  go  undetected,  the 
S/UR  report  user  assumes  the  data  has  one 
meaning  when  it  actually  has  another.  This  in- 
correct understanding  destroys  the  basis  for 
making  sound  judgment  about  the  medical 
events  reported. 

(8)  Intertwining  S/UR  and  other  Forms  of 
Utilization  Control  and  Review:  S/UR  is  but  one 
of  many  methods  that  can  be  used  to  control 
utilization.  Others  include  medical  review  of 
nursing  home  patient  care,  prior  authorization, 
prepayment  edits,  concurrent  review  of  hospi- 
tal length  of  stays.  Professional  Standards  Re- 
view Organizations  and  fraud  and  abuse  initia- 
tives. S/UR  cannot  duplicate  these  functions, 
but  it  often  can  produce  relevant  and  suppor- 
tive information.  For  example,  detailed  utiliza- 
tion reports  covering  all  services  paid  for  can 
be  produced  for  patients  in  skilled  nursing  fa- 
cilities. It  is  especially  helpful  for  medical  re- 
view teams  and  other  State  staff  to  relate  S/UR 
information  on  drugs  purchased  to  the  institu- 
tion's clinical  record  of  drugs  dispersed.  S/UR 
also  can  produce  information  on  the  hospital 
length  of  stay  experience  of  Medicaid  recipi- 
ents. This  information  is  in  diagnosis  and  age 
group  specific  form,  and  can  be  used  to  estab- 
lish norms  of  care  to  support  concurrent  review 
of  hospital  length  of  stay,  or  for  monitoring 
portions  of  Professional  Standards  Review  ac- 
tivity. These  are  only  two  illustrations  of  what 
could  be  a  lengthy  list  of  S/UR  capability  and 
relevance.  The  point  is  thai  S/UR  cannot,  and 
should  not,  stand  alone.  It  can  be  fitted  into  an 
overall  approach  to  control  Medicaid  utiliza- 
tion,  carrying   primary   responsibility    in   some 
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areas  and  secondary  or  supplemental  responsi- 
bility in  others. 

Conclusion 

The  Medicaid  program  operates  in  49  States 
and  four  jurisdictions.  Medicaid  purchases  a  full 
range  of  medical  services  and  includes  eligible 
low  income  persons  of  all  ages.  During  Fiscal 
Year  1976,  Medicaid  expenditures  totaled  $14.6 
billion  of  which  $8.3  billion  were  Federal  out- 
lays and  $6.3  billion  were  from  State  and  local 
funds.  The  number  of  persons  receiving  Medi- 
caid services  was  22.9  million.  The  number  of 
separate  medical  services  purchased  is  estimat- 
ed at  668,500,000  or  29.19  for  each  Medicaid 
recipient.  The  need  for  utilization  review  mech- 
anisms in  a  program  of  this  magnitude  is  ob- 
vious. S/UR  is  one  of  these  mechanisms.  Its 
advantages  include  its  post-payment  nature.  It 
does  not  interfere  with  the  delivery  of  medical 
services  nor  does  it  unduly  delay  prompt  pay- 
ments to  physicians,  hospitals,  pharmacies  and 
other  providers  who  have  served  Medicaid  re- 
cipients. Furthermore,  S/UR  focuses  only  on 
those  providers  and  recipients  whose  participa- 
tion in  Medicaid  is  continuously  exceptional 
over  a  substantial  period  of  time.  The  experi- 
ence of  these  providers  and  recipients  must  be 
analyzed  and  corrective  actions  begun,  at  a  min- 
imum, if  utilization  is  to  be  controlled. 

S/UR  has  a  proven  ability  to  process  the 
masses  of  data  necessary  for  a  post  payment 
utilization  review,  as  well  as  ability  to  identify 
and  report  on  exceptional  providers  and  recipi- 
ents in  manageable  numbers.  Its  full  potential 
in  influencing  utilization  of  Medicaid  services  is 
only  beginning  to  be  realized.  S/UR  is  in  the 
vanguard  of  a  movement  toward  better  State 
control  over  Medicaid  expenditures.  S/UR  is 
also  very  much  a  pioneering  effort:  never  has 
post-payment,  exception-based  review  of  medi- 
cal services  been  attempted  on  so  large  a  scale. 

Most  health  programs,  governmental  or  pri- 
vate, purchasing  medical  services  cover  either 
a  relatively  few  kinds  of  services,  or  only  per- 


sons within  particular  age  groups.  Not  so  with 
Medicaid  — Medicaid  not  only  purchases  a  full 
range  of  institutional  and  ambulatory  medical 
services,  it  serves  a  large,  diverse  population. 
Considering  that  Medicaid  is  administered  on  a 
State-by-State  basis,  the  amount  of  information 
about  health  services  delivery  available  through 
S/UR  is  unparalleled. 

The  immediate  task  is  making  S/UR  fulfill  its 
potential  -  to  move  it  from  an  innovative  effort 
in  a  few  States  to  a  substantial  and  routine  part 
of  the  Medicaid  administrative  process  in  all 
States. 

For  this  to  happen,  two  kinds  of  improve- 
ments must  occur.  The  S/UR  computer  sys- 
tems design  must  be  further  enhanced  for  more 
efficient,  economical,  and  flexible  data  process- 
ing, and,  the  skills  of  analysts  and  investigators 
must  be  increased  so  that  the  S/UR  reports  are 
used  in  increasingly  imaginative  and  sophisti- 
cated ways.  Essential  to  such  improvement  is  a 
change  in  attitude  toward  the  S/UR  process. 
Administrators  must  become  more  positive 
toward  S/UR  and  allocate  the  resources  neces- 
sary to  enhance  the  system  and  increase  user 
skills. 

The  Institute  for  Medicaid  Management  has 
as  a  major  objective  facilitating  the  develop- 
ment and  use  of  S/UR  in  States.  The  Institute 
sponsors  conferences/workshops  and  provides 
direct  technical  assistance  to  States  in  early 
stages  of  S/UR  development.  The  IMM  goal  is 
to  bring  about  a  smoother,  more  efficient  design 
and  implementation  process  for  S/UR  as  well 
as  encouraging  the  production  of  flexible,  ef- 
fective and  easy-to-use  S/UR  reports,  off^ering 
maximum  benefits  to  States  investing  in  this 
system. 

Dan  Boyle  is  a  program  analysis  officer  in  the  Institute  for 
Medicaid  Management.  He  has  been  with  the  Medicaid  Bu- 
reau in  various  positions  since  its  inception  in  1%5.  An 
alumnus  of  St.  John's  University  (Minn),  he  received  an 
MSW  from  the  University  of  Minnesota,  and  an  MPH,  con- 
centrating in  medical  care  organization,  from  the  University 
of  Michigan.  Before  joining,  the  Federal  government,  he 
was  employed  by  the  Public  Welfare  Board  of  North  Dako- 
ta. 
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MEDICAID  COST  CONTAINMENT  SERIES: 
THE  URBAN  INSTITUTE  REPORTS 


(EDITOR'S  NOTE:  With  this  issue,  the  Jour- 
nal begins  a  series  of  reprints  from  a  four-vol- 
ume study  on  strategies  for  controlh'ng  the 
costs  of  the  Medicaid  program.  The  study  was 
conducted  during  1976  and  1977  by  The  Urban 
Institute,  a  non-profit  research  corporation.  The 
purpose  was  to  analyze  the  impact  of  the  1974- 
75  recession  on  the  health  care  efforts  of  the 
States,  and  to  find  more  viable  means  of  con- 
trolling program  costs  than  those  previously 
employed. 

The  excerpt  below,  ''Benefit  Coverage",  rep- 
resents the  bulk  of  Chapter  II  of  the  first  vol- 
ume. Modifying  Medicaid  Eligibihty  and  Bene- 
fits. A  small  section  on  eliminating  optional 
services  has  been  deleted. 

The  authors  of  the  report  are  Bruce  Spitz 
and  John  Holahan.  The  research  for  the  study 
was  funded  under  a  contract  from  the  National 
Center  for  Health  Services  Research,  HEW, 
and  by  a  grant  from  the  Ford  Foundation. 

The  full  study,  or  any  volume  thereof,  may 
be  obtained  by  contacting  the  Publications 
Office,  The  Urban  Institute,  2100  M  Street 
NW,  Washington,  D.  C.  20037.  Reference 
should  be  made  to  URI  17700  when  ordering. 

This  excerpt  appears  in  the  Journal  with  the 
permission  of  The  Urban  Institute.) 

Introduction 

In  the  last  few  years,  limitations  on  covered 
Medicaid  benefits  have  been  the  most  frequent- 
ly employed  of  the  cost  control  methods  used 
by  States.  We  shall  examine  here  the  applica- 
tion of  benefit  limitations  as  a  cost  containment 
mechanism.  We  shall  analyze  its  potential  ef- 
fectiveness and  its  problems,  attempting  to 
draw  some  preliminary  conclusions  as  to  its 
relative  weaknesses  and  strengths  vis-a-vis  oth- 
er cost  containment  approaches.  We  shall  argue 
that,  in  general,  limitations  on  benefits  will  not 
be  a  wise  or  effective  cost  containment  strategy. 
Benefit  limitations  will  all  too  often  (I)  result  in 
the  substitution  of  other  services,  thereby  limit- 


ing savings  and,  perhaps,  increasing  program 
expenditures;  (2)  create  large  administrative 
costs,  relative  the  savings  generated;  (3)  have 
undersirable  effects  on  client  health  and  wel- 
fare; or  (4)  shift  costs  to  lower  levels  of  gov- 
ernment or  to  other  Federal  or  State  programs. 

Moreover,  both  eligibility  and  benefit  cover- 
age are  so  integral  to  the  achievement  of  the 
Medicaid  program's  objectives  that  one  can 
seriously  question  whether  imposing  limitations 
on  either  can  contain  expenditures  without  also 
changing  objectives.  The  alteration  of  program 
objectives  is  obviously  within  the  authority  and 
political  responsibility  of  State  governments, 
but  such  actions  are  clearly  of  a  different  na- 
ture from  those  aimed  at  controlling  costs. 

The  Federal  government  requires  that  all 
Medicaid  programs  offer  a  minimum  benefit 
package  consisting  of  physician  services,  inpa- 
tient and  outpatient  hospital  care,  laboratory 
and  radiological  services,  skilled  nursing  care, 
home  health  care.  Early  and  Periodic  Screening 
Diagnosis  and  Treatment  (EPSDT)  for  children 
and  family  planning  services.  In  addition  to 
these  mandatory  services,  the  States  may  pro- 
vide the  following  array  of  optional  services:  (1) 
prescribed  drugs;  (2)  intermediate  care  facility; 
(3)  inpatient  mental  hospital;  (4)  clinic;  (5)  den- 
tal; (6)  other  practitioners,  such  as  podiatrists, 
optometrists,  psychologists,  chiropractors  and 
private  duty  nurses;  and  (7)  other  care,  such  as 
physical  therapy,  occupational  therapy,  pros- 
thetic devices,  medical  supplies,  dentures, 
corrective  braces,  hearing  aids,  emergency 
hospital  care  and  transportation.* 

In  1974,  mandatory  benefits  accounted  for 
64.4  percent  of  program  costs  nationally,  as 
shown  in  Table  I.  Nearly  30  percent  of  Medi- 
caid  funds   went   for   inpatient    hospital   care, 


♦(EDITOR'S  NOTE:  All  States  are  required  to  offer 
transportation  to  Medicaid  recipients,  if  needed.  It  may  be 
supplied  either  as  an  administrative  service,  a  medical  ven- 
dor servicfe,  or  a  combination  of  the  two.  As  this  article  is 
referring  only  to  vendor  services,  transportation  is  listed  as 
optional.) 
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while  another  20  percent  was  expended  on  care 
in  skilled  nursing  facilities.  Seventeen  percent 
of  Medicaid  funds  were  spent  on  physician 
services  with  an  additional  3  percent  expended 
for  outpatient  services.  Optional  services  repre- 
sented 36.6  percent  of  Medicaid  expenditures. 
Intermediate  care  facilities  and  pharmaceuticals 
represented,  respectively,  the  most  costly  and 
the  most  extensively  utilized  of  the  optional 
services.  Twenty  percent  of  Medicaid  expendi- 
tures supported  care  in  intermediate  care  facili- 
ties for  the  mentally  retarded  and  the  chronical- 
ly ill  and  care  for  patients  in  mental  hospitals. 
Particularly  in  these  cases,  a  substantial  share 
of  the  costs  reflects  a  State  decision  to  shift 
services  from  existing  State-funded  programs 
to  the  Medicaid  program.  While   such  a  shift 


did  not  necessarily  increase  the  level  or  amount 
of  services  available  to  the  States'  citizens,  it 
did  increase  the  amount  of  Federal  funds  avail- 
able to  the  States.  Prescription  drug  expendi- 
tures amounted  to  over  $700  million  or  approxi- 
mately 7  percent  of  program  costs. 

Recipients  and  expenditures  per  recipient  for 
mandatory  and  optional  services  are  shown  for 
a  geographically  representative  group  of  States 
in  Tables  II  and  III.  Over  22  million  individuals 
used  Medicaid-financed  services  in  1974,  with 
an  average  expenditure  nationally  of  $453.58 
per  recipient.  Physician  services  were  used  by 
70  percent  of  all  Medicaid  beneficiaries,  and 
average  expenditures  for  these  services 
amounted  to  $70.87,  varying  from  $26.31  to 
$122.04   per    recipient    in    the    sample    States. 


TABLE  II 

RECIPIENTS  AND  EXPENDITURES  PER  RECIPIENT  VOB. 
MANDATORY  SERVICES  IN  SEUCTED  STATES 
ALL  AID  CATEGORIES,  1974 


Undup- 

llcated 

Total 

In-patlenC 

Hospital 

Care 

Out-patleat 
Hospital 
Services 

Physicians' 
Services 

Lab  & 

Radiology 

Services 

Skilled 

Nursing 

Homes 

iioae 
Health 
Service 

Calif. 

R       * 
E/R 

3.712.759 
359.67 

469,506 
838.93 

1,086,271 
80.01 

2,685,344 
84.49 

1,775,188 
23^06 

153,541 
1987.19 

12,149 
125.28 

Conn. 

R 

188,476 
710.29 

30,146 
924.95 

93,301 
71.80 

124,989 
71.57 

U,1A2 
27.09 

16,611 
4327.43 

8 
97.50 

Ga. 

E/R 

454,397 
390.95 

80,163 
560.01 

173,493 
43.62 

346, i5d 

84.05 

17,347 
14.36 

23,234 
2462.51 

853 
204.39 

hd. 

R 
E/R 

404,931 
430.98 

63,517 
1081.73 

216,017 
86.07 

294,038 
54.13 

18,101 
12.47 

7,2^7 
3100.33 

1,^35 
178.02 

Ml  eta. 

R 
E/R 

903,928 
5<)S.OO 

170,333 
893.96 

314,646 
58.87 

621, ^n 

122.04 

52,652 
33.91 

34,755 

3743.10 

2,433 
204,87 

Miss. 

R 
E/R 

275,314 
?76.ft7 

54,006 
341.83 

67,919 
24.74 

229,602 
62.11 

6,232 
16.84 

6,979 
2827.55 

773 
121.23 

Montana 

R 

E/R 

38,655 
51^.75 

8,604 
503.13 

11,597 
37.35 

30,268 
93.01 

586 
14.56 

2,324 
2113.16      - 

263 
191.95 

N.J. 

R 

E/R 

572,327 
S?7.7q 

80,834 
871.63 

249,982 
82.52 

422,076 
91.35 

71,885 
22,49 

16,275 
2881.24 

1,920 
257.59 

Ohio 

R 
E/R 

706,114 
42S.S8 

122,404 
775.14 

340,262 
60.80 

449,464 
78.42 

39,504 
20,28 

18,929 
2655.70 

4,408 
89.27 

Pa. 

R 
E/R 

1,531,475 
796. 11 

217,905 
777.37 

680,550 
25.81 

1,449,835 
26.31 

218,500 
25.19 

65,280 
1985.42 

42,770 
37.50 

Texas 

R 
E/R 

685,538 
SIS. 17 

150,584 
423.01 

209,427 
47.98 

567,152 
83.16 

309,145 
38.87 

13,516 
1877.65 

425 
72.40 

Va. 

R 
E/R 

293,218 

37,397 
900.25 

120,139 
68.75 

197,395 
87.60 

67,820 
28.00 

1,196 
2373.82 

1,275 
301.71 

Wash. 

R 
E/R 

285,580 
<i6S,6fl 

45.940 
714.49 

81,920 
49.95 

217,320 
78.30 

130,100 
31.97 

20,520 
2100.01 

1,060 
187,33 

Wise. 

R 
E/R 

333,493 
710.7S 

52,752 
722.03 

97,271 
54.51 

210,779 
83.63 

108,590 
21.44 

18,896 
3683.02 

2,243 
203.60 

U.S. 

R 
E/R 

22,008,607 
453.58 

3,359,024 
859.46 

676,165 
2,961.33 

15,255,952 
70.87 

5,699,185 
56.80 

4,170,507 
23.00 

150,264 
207.36 

*  R-  Recipients 
E/R  ■  Expenditures  per  Recipient 

Source;  U.S.  Departaent  of  Health,  Education  and  Welfare;  Social  and  Rehabilitation  Service,  "Numbers  of 
Recipient*  •»<'  Aawunts  of  Payments".  1974  (Advance  copy.) 
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Medicaid  financed  some  part  of  inpatient  hospi- 
tal care  for  over  3.3  million  individuals,  with 
average  per  capita  expenditures  of  $859.46. 
Expenditures  for  residents  of  skilled  nursing 
facilities  have  amounted  to  almost  $3000  per 
person,  ranging  from  $1878  per  person  in  Texas 
to  $4327  per  person  in  Connecticut. 

Medicaid  is  critical  to  the  poor  in  financing 
prescription  drug  purchases.  Nationally,  ex- 
penditures averaged  $49  for  over  14.5  million 
recipients.  Over  3.5  million  individuals  used 
dental  services,  with  average  expenditures 
ranging  from  $22.82  per  recipient  in  Mississippi 
to  $160.18  in  Georgia.  While  relatively  few  in- 
dividuals used  other  optional  services,  expendi- 
tures per  recipient  were  quite  high,  reflecting 
the  importance  of  those  services  to  the  users. 
For  example,  average  expenditures  were 
$207.36  for  users  of  home  health  service, 
$43.81  for  users  of  "other  practitioners'  serv- 
ice," and  $50.10  for  users  of  "other  care." 
Substantial  amounts  were  expended  on  the  in- 
stitutionalized mentally  ill,  the  mentally  retarded 
and  the  chronically  dependent.  Not  all  States 
provide  coverage  for  individuals  in  mental  hos- 
pitals or  for  the  mentally  retarded  in  interme- 
diate care  facilities.  The  States  that  do  provide 
those  benefits  spend  substantial  amounts  on 
relatively  limited  numbers  of  individuals. 

Intermediate  care  facilities  now  provide  insti- 
tutional services  for  over  600,000  chronically 
dependent  individuals,  almost  as  great  as  the 
number  using  skilled  nursing  facilities. 
Although  intermediate  care  facilities  were  de- 
signed as  a  lower-cost  substitute  for  skilled 
nursing  homes,  it  appears  that  they  have  acted 
only  in  part  as  a  substitute,  as  both  recipients 
of  and  expenditures  for  intermediate  care  have 
risen  dramatically  since  that  benefit  was  intro- 
duced in  1973.  For  example,  between  1973  and 
1975,  Medicaid  expenditures  on  intermediate 
care  facilities  increased  at  annual  rates  of  89.7 
percent  in  Georgia,  92.5  percent  in  Iowa,  270.0 
percent  in  Kentucky  and  127.9  percent  in  Wis- 
consin, with  only  very  small  declines  in  the 
number  of  recipients  of  care  in  skilled  nursing 
facilities.'  Much  of  the  increase  reflects  shifts 
from  other  State-supported  living  arrangements 
to  Medicaid,  representing,  in  part,  decisions  by 
States  to  support  what  are  largely  institutional- 
ized housing  and  social  services  (with  less 
emphasis  on  medical  care)  through  the  Medi- 


caid program.  While  this  increase  contributes 
to  the  severity  of  the  Medicaid  program's  prob- 
lems, it  is  somewhat  inappropriate  to  consider 
it  part  of  the  "crisis  in  health  care." 

For  analytical  purposes,  we  shall  restrict  our 
definition  of  benefit  limitations  to  those  me- 
chanisms that  affect  all  recipients  and  that  limit 
the  scope  or  nature  of  the  services,  the  amount 
of  services  or  the  duration  of  services.  As  we 
have  observed,  the  curtailment  of  benefits  rep- 
resents the  most  popular  approach  to  Medicaid 
cost  containment.  For  example,  in  1975,  six 
States  limited  inpatient  hospitalization,  two 
States  cut  back  outpatient  services,  three 
States  curtailed  physician  services,  and  15 
States  reduced  their  optional  services  (see  Ta- 
bles IV  and  V.)  The  frequency  and  severity  of 
these  cuts  in  many  dissimilar  States  does  not 
indicate  a  commonality  of  health  and  welfare 
policy.  Rather,  it  is  a  structural,  programmatic 
response,  guided  by  the  relative  ease  with 
which  benefits  can  be  manipulated  and  by  the 
belief  that  the  program  designations  of  "man- 
datory" and  "optional"  accurately  reflect  the 
medical  necessity  of  Medicaid  benefits. 

The  ability  to  implement  rapid  changes  in 
Medicaid  is  constrained  by  a  variety  of  factors: 
Federal  regulatory  prohibitions;  lengthy  and 
complicated  Federal  protocol;  the  need  to  ar- 
rive at  a  political  consensus  prior  to  program 
alterations;  technical  problems  associated  with 
changes  in  utilization  controls,  reimbursement 
procedures  and  financing  schemes;  and  admin- 
istrative resistance  to  complex  changes.  Of  the 
major  cost  containment  alternatives,  benefits 
can  be  altered  and  restricted  with  the  greatest 
ease.  Further,  there  is  a  perception  that  such 
costs  are  inherently  ordered;  that  is,  that  serv- 
ices listed  as  optional  should  be  eliminated  first 
and  that  restrictions  of  mandatory  services 
should  follow.  In  addition,  legislators  tend  to 
believe  that  the  curtailed  services  interact  mini- 
mally with  the  rest  of  the  program.  For  exam- 
ple, in  1975,  New  Jersey  and  Florida  eliminated 
prosthetic  devices.  These  actions  were  based 
upon  the  implicit  assumption  that  coverage  of 
medical  supplies  as  an  optional  service  was  of 
marginal  importance  and  that  all  savings  pro- 
jected by  closing  the  medical  supplies  account 
could  actually  be  realized.  In  this  particular 
case,  most  medical  supplies  serve  as  less  ex- 
pensive substitutes  for  costly  hospital  care  or 
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TABLE  V 
MANDATORY  SERVICE  LIMITATIONS  -  1975 


Alabama 


Reduced  covered  hospital  days  from  30  to  14  days, 
limited  physician  visits  for  those  with  chronic 
stable  Illnesses  to  one  visit  per  month,  limited 
inpatient  hospital  visits  to  one  visit  per  day 


Florida 


Reduced  covered  hospital  days  from  45  to  30  days 
per  year 


Georgia 


Limited  inpatient  hospital  visits  to  one  visit 
per  day,  limited  physician  office  visits  and 
hospital  outpatient  to  one  per  month 


Maryland 


Will  not  pay  for  convalescent  care  in  general 
hospital 


New  York 


Twenty  day  maximum  per  illness 


Tennessee 


Coverage  of  certain  therapeutic  physician  services 
eliminated 


Texas 


Reduced  covered  hospital  days  from  30  to  14  days 


Virginia 


Reduced  covered  hospital  days  to  14  days  with  up 
to  21  days  with  approval 


Source:  Medical  Service  Administration  Memorandum,  January  23,  1976 
"Medicaid  Cutbacks- October  1,  1975  through  January  15,  1976, 
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nursing  home  services.  Because  coverage  of 
artificial  limbs  and  braces  has  been  ehminated, 
the  Florida  Medicaid  recipient  may  be  forced 
to  consume  more  costly  medical  services.* 
Consequently,  the  projected  savings  may  prove 
overly  optimistic. 

The  confusion  that  arises  as  States  alter  their 
benefit  packages  originates  with  the  way  bene- 
fits were  organized.  Generally,  a  mandatory 
benefit  package  may  be  developed  on  the  basis 
of  medical,  economic  and/or  political  consider- 
ations. The  medical  criteria  include  delimita- 
tions of  benefits  according  to  the  severity  of 
the  disability  (identified  specifically  or  in  terms 
of  the  goods  or  services  required  to  treat  the 
disability);  the  inclusion  of  complementary 
services  (e.g.,  coverage  for  hospitalization 
which  excludes  laboratory  and  radiological 
services  could  create  medical  delivery  prob- 
lems); and  an  appraisal  of  the  medical  technol- 
ogy and  resource  capacity  of  the  health  deliv- 
ery system. 

From  a  public  perspective,  economic  consid- 
erations include  an  evaluation  of  an  economic 
return  on  the  health  care  investment  in  terms 
of  future  productivity  or  decreased  dependency 
on  community  funds,  the  cost-effectiveness  of 
the  service,  and  the  economic  impact  the  serv- 
ice would  have  on  the  health  care  system.  The 
investment  in  health  services  for  children,  for 
example,  can  be  evaluated  in  terms  of  the  fu- 
ture ability  of  those  children  to  care  for  them- 
selves and  contribute  to  the  community.  Cost- 
eflFectiveness  can  be  judged  by  the  ability  to 
finance  a  program,  to  purchase  or  provide  serv- 
ices as  inexpensively  as  possible  and  to  allow 
for  the  benefit  inclusion  of  low-cost  substitute 


*Indivicluals  who  require  braces  or  artificial  limbs  typical- 
ly have  a  critical  need  for  them.  Elimination  of  braces 
needed  by  young  children  can  result  in  permanent  physical 
deformity.  Such  deformity  may  ultimately  inhibit  these 
children  from  attaining  their  full  potential  for  physical  and 
psychological  development.  Delay  in  therapy  until  an  older 
age  is  sometimes  not  possible  and  at  ^  other  times  undesir- 
able. When  delay  is  possible,  the  consequences  will  quite 
often  be  more  costly  forms  of  care.  If  children  become 
permanent  wards  of  the  State  because  of  a  failure  to  provide 
braces,  or  if  the  unavailability  of  an  artificial  limb  or  braces 
produces  a  permanent  resident  in  a  long-term  care  institu- 
tion, the  State  incurs  expenses  many  times  the  cost  of  the 
prosthetic  device.  Parenthetically,  prosthetic  devices  have 
not  been  isolated  as  examples  of  excessive  or  unnecessary 
service. 


services.  The  system  impact  can  be  projected 
in  terms  of  major  price-and-supply  response  to 
a  new  or  expanded  program. 

Finally,  benefits  may  be  assigned  because  of 
political  considerations  that  originate  in  the 
power  of  particular  vested  interest  groups  or  in 
a  deep  sentiment  of  social  and  moral  obliga- 
tion. From  that  point  on,  historical  precedent 
and  the  comparability  of  the  benefits  to  other 
programs  set  the  limits  on  benefit  designation. 
The  receptiveness  of  the  providers  becomes  an 
important  constraint,  and  the  projected  costs  of 
the  program  vis-a-vis  all  other  public  programs 
becomes  critical.  If  the  cost  is  relatively  small, 
the  benefits  may  be  determined  solely  upon 
political  considerations.  However,  as  projected 
and  real  costs  spiral,  medical  and  economic  cri- 
teria become  more  relevant  and  topical. 

The  benefit  package  for  Medicaid  was  deter- 
mined primarily  on  political  grounds.  Since  the 
program's  costs  were  grossly  underestimated. 
Congressional  interest  in  or  emphasis  on  eco- 
nomic or  medical  criteria  was  limited. 2  Devel- 
oped as  an  extension  of  the  Kerr-Mills  pro- 
gram, Medicaid  was  conceived  as  an  income 
maintenance  program  designed  "to  help  get 
people  off  the  welfare  rolls  and  generally  to 
ease  welfare  budgets  in  the  States.  "3  The 
health  aspect  of  Medicaid  initially  bore  a  strik- 
ing similarity  to  Medicare;  in  general,  those 
services  mandated  for  Medicare  were  mandato- 
ry for  Medicaid.* 

While  the  Medicaid  benefit  package  does 
bear  considerable  resemblance  to  the  economic 
reality  of  medical  care,  it  reflects  the  urgent 
needs  of  the  non-impoverished  elderly,  rather 
than  those  of  a  welfare  population.  Several 
obvious  Medicaid  omissions  support  this  con- 
tention. For  example,  pharmaceuticals  are  an 
integral,  though  relatively  inexpensive,  compo- 
nent of  health  care,  but  even  comparatively 
small  outlays  for  drugs  may  be  too  great  for 
the  poor.  Nevertheless,  drugs  have  been  desig- 
nated an  optional  service.  The  optional  designa- 
tion of  prosthetic  devices  an^  medical  supplies 
offers  another  example.  Given  that  permanent 
and  total  disability  is  one  precondition  for  Med- 


*  Although,  as  the  programs  developed,  their  separate 
needs  became  important.  Thus,  a  few  years  after  enact- 
ment, Medicaid  added  home  health  care,  EPSDT  and  fami- 
ly planning  to  its  list  of  mandatory  services. 
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icaid  eligibility,  it  seems  illogical  that  a  medical 
precondition  for  aid  is  only  optionally  treated 
in  a  health  program  "designed"  for  the  poor.  A 
further  peculiarity  of  Medicaid's  benefit  pack- 
age is  that  the  medically  needy  (a  politically 
undefined  population  in  1965)  are  not  "enti- 
tled" to  any  specific  mandatory  service.  At  a 
minimum,  the  States  are  required  to  provide 
only  seven  of  alt  the  se  vices  allowed  under  the 
Title  XIX  provisions. 4  Theoretically,  a  State 
could  design  a  medically  needy  benefit  package 
which  consisted  of  home  health  care,  physical 
therapy,  private  duty  nursing  services,  inpatient 
psychiatric  care,  prescribed  d/ugs,  dentures 
and  hearing  aids.  While  States  with  coverage  of 
the  medically  needy  have  been  much  more 
comprehensive  and  generous  than  is  technically 
required,  it  still  remains  a  programmatic  curios- 
ity that  certain  medical  services  are  mandatory 
(i.e.,  essential)  for  one  group  of  the  poor  while 
they  are  not  mandatory  for  another  group.  The 
medical  or  economic  justification  for  the  dis- 
tinction becomes  more  strained  once  we  identi- 
fy the  medically  needy  —  individuals  impover- 
ished because  of  illness  and  medical  expendi- 
tures —  as  the  group  not  requiring  a  minimum 
level  of  mandatory  services.  The  situation  be- 
comes sensible  only  in  light  of  political  criteria. 
Finally,  States  have  been  permitted  to  offer  a 
broad  array  of  services.  Initially,  this  listing 
allowed  States  which  provided  generous  bene- 
fits to  welfare  recipients  prior  to  Medicaid  to 
continue  to  deliver  the  same  level  of  services. 
Broad  benefit  coverage  was  also  offered  as  a 
guide  to  expanding  services,  in  order  that  the 
poor  could  eventually  have  unabridged  access 
to  mainstream  medicine.  The  initial  commit- 
ment to  comprehensive  care  and  mainstream 
medicine  prohibited  States  from  cutting  back  a 
service  once  it  was  incorporated  into  the  pro- 
gram. Functionally,  the  States  experienced  a 
ratchet  which  froze  them  at  current  levels  and 
encouraged  only  expansion.  However,  as  Medi- 
caid costs  escalated  vis-a-vis  other  public  pro- 
grams, and  as  States  began  to  question  the 
generosity  of  their  medical  benefits  to  welfare 
recipients  vis-a-vis  benefits  in  other  health  in- 
surance plans,  political  pressure  mounted. 
Congress  responded  through  the  1972  Social 
Security  Amendments  that  permitted  States  to 
retrench  and  cut  back  on  benefits. 


The  major  point  is  that  mandatory  and  op- 
tional Medicaid  benefits  had  been  designed 
around  political  considerations.  The  recent  cost 
containment  efforts,  on  the  other  hand,  presup- 
pose some  medical  and  economic  rationale  ex- 
ists which  support  the  benefit  limitations.  It  is 
this  rationale  which  we  will  examine. 


Limiting  Mandatory  Services 

Mandatory  services  account  for  approximate- 
ly 64  percent  of  Medicaid's  costs.  However, 
pharmaceuticals  and  intermediate  care  facilities 
have,  functionally,  become  mandatory  services. 
Once  these  benefits  are  included,  mandatory 
services  represent  88  percent  of  Medicaid's 
costs.  The  functional  distinction  is  important 
because  States  have  followed  a  general  pattern 
of  limiting  mandatory  services  and  eliminating 
optional  services;  the  distinction  also  serves  to 
identify  those  services  which  must  be  limited  if 
increases  in  costs  are  to  be  restricted.  The  op- 
tional services  represent  12  percent  of  total 
costs.  However,  wholesale  elimination  of  these 
services  may  not  produce  the  desired  results 
because  (1)  several  of  these  services  substitute 
for  services  which  were  previously  financed 
totally  by  State  and  local  governments,  (2)  sev- 
eral of  the  more  expensive  optional  services  are 
mandatory  for  EPSDr  benents  (and  therefore 
more  cannot  be  eliminated),  and  (3)  optional 
services  act,  in  part,  as  lower-cost  substitutes 
for  more  expensive  mandatory  services.  In  this 
section,  we  shall  discuss  the  constraints  and 
implications  regarding  the  limitation  of  manda- 
tory services;  the  following  section  will  discuss 
the  elimination  of  optional  services. 

Once  a  State  has  selected  a  benefit  package. 
Federal  regulations  require  the  following: 

A  State  Medicaid  plan  must  specify  the 
amount  and/or  duration  of  each  item  of 
medical  and  remedial  care  and  services 
that  will  be  provided  to  the  categorically 
needy  and  to  the  medically  needy,  if  the 
plan  includes  this  latter  group.  Such  items 
must  be  sufficient  in  amount,  duration  and 
scope  to  reasonably  achieve  their  purpose. 
With  respect  to  the  required  services  for 
the  categorically  needy  and  the  medically 
needy,  the  State  may  not  arbitrarily  deny 


73 


or  reduce  the  amount,  duration,  or  scope 
of,  such  services  to  an  otherwise  eligible 
individual  solely  because  of  the  diagnosis, 
type  of  illness   or  condition.   Appropriate 
limits  may  be  placed  on  services  based  on 
such  criteria  as  medical  necessity  or  those 
contained  in  utilization  or  medical  review 
procedures. 6 
The  minimum  amount  of  goods  or  services  is 
described    only    as    that    amount    sufficient   to 
"reasonably     achieve     their     purpose.''     This 
standard    is    remarkably    flexible.    At    one    ex- 
treme, a  State  could   provide   all  the   medical 
services  allowed  under  Title  XIX;  yet,  it  could 
be  charged  that  its  services  were  insufficient. 
On  the  other  hand,  some  critics  of  the  current 
practice   of   medicine   have    argued   that   most 
treatment  is  of  such  questionable  efficacy  that 
the  large-scale  provision  of  services  does  more 
to  endanger  the  patient  than  help  him.  As  one 
legal  observer  noted: 

This  standard  hardly  provides  any  useful 
guidance.    One    must    first   determine   the 
purpose  of  the  category  of  the  service,  for 
instance  physician  services,  and  then  de- 
termine   whether    a    particular    limitation 
would  be  so  severe  as  to  make  the  provi- 
sion   of   that    given    service    meaningless. 
Since  some  medical  experts  would  argue 
that  any  limitations  upon,  for  instance,  a 
physician's  judgment  in  rendering  medical 
care,  would  make  the  provision  of  physi- 
cian service  meaningless,  it  is  difficult  to 
apply  the  regulatory  standards. ^ 
The  end  result  is  that  the   regulations  fail  to 
define  benefits  in  terms  of  amount,  duration  or 
impact  on   the  poor.   Consequently,  as  guide- 
lines, they  are  optionally  undefinable.  A  stand- 
ard which  is  undefinable  is  in  fact  no  standard 
at  all. 

While  the  minimum  amount  of  services  is 
unspecified,  the  criteria  for  setting  limitations  is 
identified  in  negative  terms  only;  that  is,  it  may 
not  include  limitations  on  the  basis  of  "diagno- 
sis, type  of  illness  or  condition."  Thus,  target- 
ing services  by  medical  condition  or  severity  of 
disability  is  prohibited.  However,  blanket  re- 
strictions on  the  duration  or  amount  of  services 
(15  days  of  hospitalization  per  year  or  8  days 
per  episode  of  illness)  are  not  prohibited. 
Therefore,  by  Federal  standards,  the  six  States 
which  limit  their  hospitalization  to  21  days  or 


less  per  year  are  not  distinguished  from  those 
with  unlimited  coverage;  States  which  limit 
physician  visits  to  one  per  month  are  indistin- 
guishable from  those  with  unlimited  coverage, 
and  so  forth.  Under  such  an  arrangement, 
mandatory  services  can  be  constricted  to  the 
point  that  they  are  so  meager  as  to  be  meaning- 
less. 

State  action  in  this  regard  is  not  totally  unfet- 
tered. The  administrative  guide  to  Title  XIX, 
officially  referred  to  as  The  Handbook  of  Pub- 
lic Assistance  Administration,  Supplement  D,* 
repeats  the  statutory  directive  that  "limitations 
will  not  be  set  by  eliminating  certain  groups  of 
patients  or  certain  diagnoses  from  coverage. "8 
Further,  it  warns  that  "a  token  service  which 
can  only  be  ineffective  on  the  one  hand,  and 
wasteful  of  funds  on  the  other,  will  not  be  con- 
sidered satisfactory.  Institutional  care  should 
not  be  less  in  amount  than  would  be  required 
by  most  persons  needing  this  kind  of  care. "9 
Although  they  lack  specificity,  these  regulations 
have  allowed  clients  to  successfully  litigate 
against  certain  severe  limitations.  For  example, 
in  a  case  in  Louisiana,  clients  were  able  to 
prevent  the  State  from  imposing  a  limit  of  one 
physician's  visit  per  month  for  all  patients,  in- 
cluding the  chronically  and  acutely  ill.'O  With 
the  assistance  of  medical  experts,  the  clients 
were  able  to  demonstrate  that  the  one  visit  per 
month  was  a  token  service  which  prevented  the 
medical  service  from  "reasonably  achieving  its 
purposes." 

From  the  standpoint  of  the  Medicaid  recipi- 
ent, this  case  exhibits  two  undesirable  aspects 
of  benefit  limitations.  First,  remedial  action  by 
clients  can  be  instigated  only  on  an  ad  hoc  ba- 
sis. The  vagueness  of  the  definition  of  adequate 
duration  or  amount  of  services  further  requires 
that  the  limitations  must  be  unquestionably 
severe.  Second,  benefit  limitations  are  a  non- 
exclusionary  device;  all  must  bear  the  hard- 
ships imposed  by  them.  Unfortunately,  they 
impose  the  greatest  hardship  on  those  with  the 
most  severe  disabilities.  This\  implication  runs 
counter  to  the  medical  criteria  for  establishing 
benefits  and  the  political  considerations  of  an 
equitable  distribution  of  benefits  and  hardships 
among  a  target  population." 


(•Editor's  Note:  The  Handbook  is  now  obsolete.) 


74 


From  the  perspective  of  the  State,  restrictions 
placed  upon  the  most  expensive  benefits  will 
give  clients  and  providers  an  incentive  to  substi- 
tute less  expensive  Medicaid  services  as  much 
as  possible.  If  substitutes  are  inappropriate, 
insufficient  or  unavailable,  the  burden  for  prov- 
iding the  services  will  be  shifted  to  the  recipient 
(in  terms  of  absorbing  the  cost  or  the  negative 
medical  outcomes  which  will  follow  if  services 
are  not  provided,)  or  to  the  local  community, 
the  county,  or  another  State  program.  It  should 
be  stressed  that  the  need  for  the  service  will  not 
disappear  and  that  someone  must  bear  the  bur- 
den. If  the  State  shifts  to  another  State  or  local 
program,  it  may  decrease  its  Medicaid  expendi- 
tures, but  it  will  forfeit  the  Federal  contribution 
and  increase  the  financial  burden  on  its  citizens. 
These  considerations  become  more  concrete 
when  applied  to  specific  benefit  limitations. 

States  have  found  that  one  of  the  few  ways 
to  contain  hospital  costs  is  to  limit  the  number 
of  covered  benefit  days.  The  eifects  of  such 
limitations  are  unclear  at  best.  Those  whose 
stays  exceed  14  or  20  days  are  either  seriously 
ill  or  those  convalescing  from  surgery  or  other 
acute  episodes.  In  many  cases,  the  latter  indivi- 
duals can  convalesce  in  a  nursing  home  facility 
or  at  home  at  considerably  less  expense  to  the 
State.  The  seriously  ill  cannot.  Thus,  such  a 
benefit  limitation  can  be  a  very  crude  tool  for 
achieving  the  cost  control  objective.  (To  avoid 
making  arbitrary  determination  of  need,  Mary- 
land eliminated  coverage  of  convalescent 
care.)'2 

Limitations  on  hospital  days  can  have  serious 
effects  on  hospital  budgets.  For  example,  while 
less  than  7  percent  of  Virginia's  Medicaid  pa- 
tients had  stays  exceeding  14  days,  expendi- 
tures on  days  beyond  the  fourteenth  amounted 
to  over  30  percent  of  hospital  outlays. '^  The 
hospitals'  response  to  limitations  may  not  be 
desirable.  Hospitals  are  not  required  to  admit 
anyone  needing  care,  but  they  are  legally  re- 
quired to  provide  care  to  individuals  once  ad- 
mitted.'^  This  requirement  places  a  legal  limit 
on  the  ability  of  hospitals  to  avoid  providing 
care  to  the  seriously  ill.  To  the  extent  that  hos- 
pitals are  not  constrained  by  this  requirement 
and  that  individuals  are  discharged  sooner  than 
would  otherwise  be  advisable,  there  may  be 
serious  consequences  for  patient  health. 


A  hospital's  decision  to  continue  to  partici- 
pate in  Medicaid  is  strongly  affected  by  the  re- 
lative proportion  of  Medicaid  patients  it  serves. 
Hospitals  caring  for  a  small  volume  of  Medi- 
caid patients  may  chose  to  drop  out  of  the  pro- 
gram or  to  absorb  the  cost  of  providing  non- 
remunerated  care  to  Medicaid  patients.  The 
ability  of  hospitals  to  absorb  the  added  cost 
will  depend  upon  the  number  of  uncovered 
days,  the  percentage  of  non-Medicaid  patients 
with  other  insurance  and/or  resources,  the  hos- 
pital's uncommitted  reserves,  its  access  to  pri- 
vate philanthropy  and  its  general  financial  con- 
ditions. If  a  hospital  decides  that  its  subsidiza- 
tion of  Medicaid  patients  is  unreasonable,  and 
if  its  operation  can  be  sustained  by  non-Medi- 
caid patients,  it  will  withdraw  from  the  pro- 
gram. Large- volume  Medicaid  hospitals,  how- 
ever, do  not  have  the  option  of  withdrawing.  If 
they  cannot  absorb  the  additional  costs,  they 
must  either  receive  direct  subsidies  from  the 
government,  reduce  the  cost  of  their  services 
(through  increased  efficiency  or  reduced  quality 
of  care)  or  cease  to  operate.  As  more  private 
hospitals  refuse  to  participate,  the  burden  on 
public  hospitals  will  increase.  The  cost  of  these 
increases  in  the  use  of  public  institutions  is 
then  shifted  to  local  governments.  Given  the 
fiscal  problems  encountered  by  many  of  our 
major  cities,  such  shifts  could  not  only  bear 
heavily  upon  the  insufficient  resources  available 
to  the  cities  but  also  increase  reliance  on  far 
more  regressive  tax  structures. 

Additionally,  a  limit  on  hospital  days  would 
encourage  transferral  of  Medicaid  patients  to 
skilled  nursing  facilities  or  intermediate  care 
facilities.  The  decision  to  transfer  would  be  a 
function  of  the  patient's  condition,  the  number 
of  hospital  days  covered  and  the  availability  of 
beds  in  skilled  and  intermediate  care  facilities. 
Some  transfers  of  patients  may  be  quite  ration- 
al; others  may  be  medically  inadvisable.  In  any 
case,  outlays  for  skilled  nursing  or  intermediate 
care  will  increase,  partially  negating  the  re- 
duced hospital  expenditures. 

Limitations  on  physician  visits  are  the  next 
most  common  limitation  on  mandatory  serv- 
ices. Several  States  have  always  had  such  limi- 
tations; others  introduced  them  in  1975  in  re- 
sponse to  fiscal  problems.  Once  again,  such 
limitations  as  one  visit  per  month  are  a  crude 
tool  for  achieving  the  cost  control  objective. 
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First,  they  are  difficult  and  costly  to  implement. 
Second,  individuals  using  more  than  one  visit 
will  consist  of  those  with  a  serious  physical 
injury  or  acute  illness,  those  recovering  from 
surgery,  the  chronically  ill  and  hypochondriacs. 
While  the  latter  are  the  appropriate  target 
group,  all  will  be  affected.  One  likely  consequ- 
ence of  restrictions  on  physician  visits  is  an 
increase  in  the  use  of  hospital  outpatient  serv- 
ices, unless  these  are  similarly  restricted.  In 
many  cases,  services  rendered  in  outpatient 
departments  are  more  costly  than  similar  serv- 
ices in  physicians'  offices.  The  elimination  of 
non-emergency  outpatient  hospital  visits  in 
Texas  and  limitations  on  those  services  in  Flori- 
da are  likely  to  result  in  the  substitution  of  care 
by  private  physicians.  The  rate  of  substitution  is 
dependent  upon  the  availability  of  private  physi- 
cians. If  such  care  is  not  available,  patients' 
medical  status  may  deteriorate,  requiring  inpa- 
tient hospitalization. 

Pharmaceuticals  and  care  in  intermediate 
care  facilities  have  functionally  become  manda- 
tory services  or,  more  accurately,  "mandatory- 
optional"  services.  With  the  exception  of  Okla- 
homa and  Wyoming,  all  States  provide  for 
pharmaceuticals.'-''  Intermediate  care  facilities 
are  available  in  all  States  except  Mississippi. '^ 
The  reasons  for  their  inclusion  rest  with  medi- 
cal and  economic  realities  which  were  not  criti- 
cal considerations  when  Congress  labeled  these 
services  optional. 

Pharmaceuticals  are  an  integral  and  comple- 
mentary component  of  physician  services,  hos- 
pitalization, long  term  care  and  other  more 
expensive  medical  inputs.  Their  elimination  can 
have  costly  repercussions.  When  suggested 
therapy  is  not  supplied,  costly  diagnostic  serv- 
ices can  become  ineffectual  and  wasteful. 
Without  recommended  pharmaceuticals,  recipi- 
ents may  be  forced  to  seek  out  more  expensive 
forms  of  care.  Consequently,  rather  than  elimi- 
nate the  coverage  of  drugs,  the  States  have 
chosen  to  limit  coverage.  The  implications  of 
such  actions  are  not  clear.  The  exclusion  of 
vitamin  supplements,  antacids,  laxatives,  cough 
suppressants  and  nasal  decongestants,  all  phar- 
macologically active  substances,  can  mean  that 
patients  either  forego  the  purchase  and  endure 
whatever  discomforts  ensue  or  assume  the  cost 
of  the  drug.  On  the  other  hand,  physicians  can 
respond  to  these  constraints  by  prescribing  leg- 


end drugs  which   may  be   more  expensive  or 
risky  than  their  over-the-counter  substitutes. 

Skilled  nursing  facilities  (SNF)  and  interme- 
diate care  facilities  (ICF)  are  services  which 
are  almost  impervious  to  benefit  limitations. 
For  the  most  part,  limitations  on  the  use  of 
nursing  home  care  are  most  effectively  handled 
through  (1)  stringent  utilization  controls  which 
restrict  access,  based  on  a  variety  of  medical 
and/or  social  criteria  and/or  (2)  limitations  on 
bed  supply,  either  directly  (e.g.,  certificate  of 
need)  or  indirectly  (via  reimbursement  policy,) 
both  of  which  affect  bed  availability  and  there- 
by limit  the  number  of  individuals  for  whom 
the  State  will  subsidize  long-term  institutional 
care.  Such  limitations  can  have  enormous  fiscal 
implications,  as  demonstrated  in  Tables  II  and 
III.  The  point  to  be  made  here  is  that  benefit 
limitations  are  an  inappropriate  policy  instru- 
ment. 

Because  the  average  stay  in  a  nursing  home 
is  approximately  two  years,  any  limitation  on 
the  duration  of  SNF  or  ICF  services  will  affect 
most  of  the  patients  and  result  in  immediate, 
and  extremely  vocal,  opposition  from  the  nurs- 
ing home  industry,  Medicaid  recipients  in  the 
homes  and  the  elderly  in  general. '7  The  option- 
al ICFs  have  become  essential  low-cost  substi- 
tutes for  SNFs  and  less  expensive  means  of 
caring  for  the  mentally  retarded.  In  regard  to 
the  latter,  the  State  can  transfer  patients  from 
State  institutions  (funded  entirely  by  State 
funds)  to  facilities  supported  by  the  Federal 
government.  In  fiscal  1976,  expenditures  for  the 
mentally  retarded  were  increasing  at  a  rate  of 
54  percent  over  the  previous  year: '8  the  largest 
increase  for  any  service,  with  exception  of 
home  health  care.'^ 

It  should  be  noted,  however,  that  ICFs  may 
do  more  than  substitute  for  other  institutional 
services.  To  the  extent  that  ICF  care  is  not  a 
substitute  for  SNF  care,  additional  individuals 
with  a  chronic  need  for  care  are  covered.  The 
issue  then  becomes  the  desirability  of  subsidiz- 
ing lower  levels  of  care  for  tire  infirm  and  indi- 
gent. If  the  States  wishes  to  do  so,  it  is  clearly 
advantageous  fiscally  to  provide  care  through 
Medicaid,  even  if  Federal  standards,  and  thus 
unit  costs,  are  higher  than  those  which  other- 
wise would  have  been  acceptable  to  the  State. 
On  the  other  hand,  the  State  may  choose  not  to 
subsidize  lower  levels  of  care  for  the  poor.  If 
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the  mentally  retarded  ICF  recipients  could  be 
supported  directly  by  the  State  at  less  cost  than 
the  State  share  of  expenditures  under  Medi- 
caid, the  State  might  consider  eliminating  Medi- 
caid coverage  of  this  service.  In  addition  to  the 
political  opposition  from  the  elderly,  the  poor 
and  the  industry,  the  elimination  of  ICFs  would 
create  considerable  disruption  for  ICF  resi- 
dents. However,  a  compensatory  response 
which  might  be  expected  is  physician  recertifi- 
cation  of  patients  from  ICFs  to  SNFs.  The  cost 
of  increased  SNF  monitoring,  as  well  as  place- 
ment of  the  ICF  population  in  suitable  housing, 
might  be  politically  unavoidable. 

As  a  counterpoint  to  the  "mandatory-option- 
al" services  of  pharmaceuticals  and  ICFs,  Ear- 
ly and  Periodic  Screening,  Diagnosis,  and 
Treatment  (EPSDT)  represents  an  "optional- 
mandatory"  service  which  has  met  with  State 
resistance.  It  is  a  service  which  has  required 
Federal  cajoling  and  legal  pressure;  only  within 
the  past  few  years  has  it  made  substantive 
headway. 20  We  shall  not  examine  EPSDT  serv- 
ices in  detail  because,  unlike  all  other  mandato- 
ry services,  the  States  have  actually  assumed 
the  responsibility  for  delivering  the  care  re- 
quired by  EPSDT.  Further,  identification  of 
EPSDT  costs  is  difficult  because  the  costs  ap- 
pear in  different  accounts  (e.g.,  physician  serv- 
ices accounts,  dental  accounts,  etc.)  and  are 
therefore  difficult  to  isolate.  Finally,  EPSDT 
services  transform  optional  services,  such  as 
dental  care,  optometrist  services  and  hearing 
aids,  into  mandatory  services  for  recipients 
under  21  years  of  age. 2'  Some  States,  however, 
have  been  sufficiently  irked  by  the  imposition 
of  the  EPDST  program  that  they  have  consid- 
ered not  implementing  the  service  and  incurring 
the  fiscal  penalty  of  a  1  percent  reduction  in 
their  AFDC  welfare  grants. 22  For  example,  a 
1976  Ohio  legislative  budget  office  memoran- 
dum reported  that  "the  Ohio  Department  of 
Public  Welfare  has  been  under  a  recent  consent 
order  to  screen  eligible  children  through 
EPSDT,  and  failure  to  do  so  will  result  in  the 
imposition  of  fiscal  sanctions  against  the  State. 
Regardless  of  this  potential  loss  of  monies,  the 
question  of  the  need  for  EPSDT  as  a  longer 
term  means  of  reducing  costs  might  be  ex- 
plored" (emphasis  added. )23  HEW,  of  course, 
has  greater  potential  leverage  for  enforcing 
compliance  than  the  1  percent  penalty;  it  can 


deem  the  whole  program  out  of  compliance  and 
withdraw  all  Federal  support.  However,  such 
an  extreme  response  is  unlikely  because  severe 
penalties  are  rarely  enforced.  Since  the  incep- 
tion of  the  Medicaid  program  and  throughout 
the  more  than  2,3(X)  reported  incidents  of  State 
non-compliance  with  Federal  regulations,  not 
one  State  has  had  its  Federal  share  completely 
withheld. 24  itius.  States  could,  if  they  felt  that 
EPSDT  would  cost  more  than  the  1  percent 
penalty,  quietly  get  "bogged  down"  in  the  im- 
plementation of  EPSDT,  suffer  the  sanction 
and,  functionally,  render  a  mandatory  benefit 
optional.  25 

Careful  consideration  should  be  given  to 
EPSDT  regulations  at  the  Federal  level.  The 
EPSDT  program  clearly  has  the  potential  of 
becoming  enormously  expensive.  Arguments 
for  a  massive  screening  program  rest  on  the  fol- 
lowing kinds  of  assumptions:  (1)  that  health 
problems  of  children  will  not  be  detected 
through  use  of  routine  medical  care  services, 
(2)  that,  when  health  problems  are  uncovered 
through  later  diagnosis,  they  cannot  be  treated 
as  effectively  or  as  inexpensively  and  (3)  that 
the  value  of  early  diagnosis  and  treatment,  both 
in  terms  of  medical  expenses  avoided  and  ben- 
efits to  children  (e.g.,  reduced  discomfort,  en- 
hanced ability  to  learn,)  exceeds,  the  costs  of  uni- 
versal screening.  It  is  likely  that  these  criteria 
will  be  met  in  some  cases  but  not  in  others, 
suggesting  that  the  program  might  be  targeted 
much  more  carefully  to  specific  age  groups  and 
to  specific  health  problems.  Changes  in  Federal 
regulations  would  be  helpful  in  assisting  the 
States  to  contain  current  and  future  Medicaid 
costs.* 


Conclusions 

While  we  have  not  attempted  to  recommend 
the  elimination  of  some  services  and  the  limita- 
tion of  others,  we  have  examined  diverse  impli- 
cations of  altering  benefit  packages.  We  began 
by  suggesting  that  the  most  unfortunate  conse- 
quence of  Federal  constraints  on  benefit  pack- 
ages may  be  the  implication  of  a  logical  priority 
of   services.   In   States   suffering   severe   fiscal 


*Section  on  eliminating  optional  services  has  been  delet- 


ed. 
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strain,  the  temptation  is  to  first  eliminate  op- 
tional services  and  then  restrict  "mandatory- 
optional"  services  (prescribed  drugs  and  inter- 
mediate care  facilities),  "optional-mandatory" 
services  (EPSDT)  and  "mandatory-mandatory" 
services.  This  approach  assumes  rationality  in 
the  Federal  designation  of  mandatory  and  op- 
tional. As  we  have  seen,  that  designation  fails 
to  specify  minimum  levels  of  quantities  of  serv- 
ices, changes  depending  on  the  group  under 
consideration,  ignores  the  complementary  na- 
ture of  medical  services  as  well  as  the  State 
context  within  which  the  Medicaid  program 
operates,  imputes  a  marginal  impact  to  optional 
benefits  which  understates  the  critical  nature  of 
some  of  those  benefits  and,  finally,  assigns  an 
implicit  cost-saving  potential  to  certain  benefits 
which  may  in  fact  be  spurious.  In  short,  given 
the  somewhat  arbitrary,  capricious  and  mis- 
leading designation  of  mandatory  and  optional, 
the  justification  for  using  that  designation  as 
the  basis  for  a  cost-containment  strategy  is  not 
sound. 

Beyond  the  two  service  categories  of  manda- 
tory and  optional,  any  attempt  to  limit  benefits 
has  several  basic  problems,  primarily  because 
benefits  are  applied  to  all  eligible  individuals 
regardless  of  medical  status.  Thus,  those  with 
the  most  severe  disabilities  are  likely  to  suffer 
the  greatest  hardships  when  benefits  are  re- 
duced. This  situation  raises  questions  about  the 
efficiency  and  equity  of  benefit  limitations. 
Because  there  is  no  clear  understanding  of  how 
medical  services  interact  as  essential  comple- 
ments to  and  substitutes  for  other  services,  it  is 
not  evident  that  the  elimination  of  certain  serv- 
ices will  result  in  saving  money.  In  fact,  it  is 
plausible  that  a  State  may  ultimately  increase 
expenditures  if  some  optional  services  are  elim- 
inated. Similarly,  Medicaid  benefits  often  serve 
as  less  expensive  substitutes  for  comparable 
services  funded  entirely  by  the  State  or  local 
area,  e.g.,  care  in  mental  hospitals  and  interme- 
diate care  facilities.  Myopic  concern  with  limit- 
ing Medicaid  expenditures  can  lead  to  a  greater 
State  burden  for  those  services.  Also,  because 
benefit  limitation  are  subject  to  tight  procedural 
requirements,  failure  to  give  adequate  and  de- 
tailed notice,  or  failure  to  provide  hearings  for 
recipients  before  cutbacks  go  into  effect,  can 
cause  a  program  to  be  enjoined  from  putting 
the  limitations  into  effect.  Welfare  rights  orga- 


nizations may  schedule  recipients  for  months 
of  testimony,  stalling  the  enactment  of  cut- 
backs and  producing  highly  undersirable  public- 
ity. 

Since  benefit  coverage  and  eligibility  criteria 
are  both  integral  to  the  goals  and  objectives  of 
Medicaid,  it  can  be  argued  that  major  curtail- 
ment of  either  is  tantamount  to  changing  the 
program  goals  and  objectives.  Since  the  pro- 
gram's objectives  are  politically  determined, 
they  should  be  altered  if  the  political  will  and 
consensus  demand  a  redefinition  of  the  medical 
assistance  program.  However,  if  the  goals  are 
acceptable  but  the  costs  are  not,  there  are  oth- 
er ways  to  control  expenditures  which  are  more 
equitable  and  efficient.  Utilization  controls  per- 
mit greater  targeting,  allowing  those  clearly  in 
need  to  receive  services.  Copayment  mechan- 
isms can  be  designed  to  bypass  the  inequitable 
characteristics  of  benefit  limitations.  The  altera- 
tion of  reimbursement  policies  may  prevent 
excessive  expenditures  and  discourage  unneces- 
sary services.  Finally,  changes  in  the  Federal/ 
State  financing  mechanism  might  diminish  the 
negative  impact  that  recessions  have  on  the 
States'  welfare  systems. 
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Research  and  Demonstration  Activity  Report 


(EDITOR 'S  NOTE:  The  first  studies  described 
below  were  covered  in  the  previous  Journal. 
Follow-up  reports  on  studies  covered  previous- 
ly will  be  a  regular  feature  of  RADAR.  Readers 
having  questions  on  the  data  and  conclusions 
reported  are  invited  to  write  to  the  Journal; 
IMM  staff  will  make  the  appropriate  inquiries 
and  ensure  that  supplementary  information  is 
made  available  to  readers  inquiring  about  parti- 
cular topics.) 


The  PAS  Length  of  Stay  Study 

Data  on  the  lengths  of  stay  of  Medicaid  and 
non-Medicaid  patients  in  the  2000  hospitals 
which  participate  in  the  Profejssionai  Activity 
Study  (PAS)  were  reported  in  the  last  issue; 
that  report  promised  data  on  surgery,  to  be 
covered  shortly. 

The  surgery  data  are  now  available,  and  give 
some  interesting  results.  These  data  provide  the 
first  reasonably  "hard''  information  on  the  sur- 
gery experience  of  Medicaid  recipients  that  has 
been  available  since  the  start  of  the  Medicaid 
program.  In  that  interval,  a  good  deal  of  con- 
troversy has  focused  on  the  issue  of  "unneces- 
sary surgery"  in  Medicaid.  The  matter  received 
particular  attention  from  the  Subcommittee  on 
Oversight  and  Investigations  of  the  House  In- 
terstate and  Foreign  Commerce  Committee 
chaired  by  Representative  John  E.  Moss.  Based 
on  the  data  available  at  the  time  its  January, 
1976  report  was  issued,  the  Subcommittee  con- 
cluded that  the  surgery  rate  for  Medicaid  pa- 
tients was  two  and  one-half  times  that  of  the 
general  population.  The  Subcommittee  noted 
that  due  to  various  States'  reporting  problems, 
the  data  were  questionable;  it  could  not  ascer- 
tain whether  possible  errors  resulted  in  an  over- 


or  under-estimate  of  the  actual  surgery  rate,  but 
opted  for  the  former  on  the  basis  of  other  evid- 
ence. 

According  to  the  PAS  data,  however,  the 
surgery  rate  of  the  Medicaid  population  is  sig- 
nificantly lower  than  that  of  the  general  popula- 
tion. The  PAS  data  are  questionable  only  in 
that  the  Medicaid  status  of  patients  was  deter- 
mined by  the  anticipated  source  of  payment, 
rather  than  by  whether  or  not  Medicaid  actual- 
ly paid  for  the  surgery.  It  is  reasonable  to  think 
that  no  major  errors  are  introduced  by  this  fac- 
tor; one  would  expect  hospitals  to  demand  rela- 
tively firm  evidence  of  Medicaid  entitlement  (or 
eligibility)  upon  admission. 

Specific  data  and  some  conclusions  that  can 
be  drawn  from  them  follow;  it  is  necessary,  how- 
ever, to  make  a  technical  point  first.  The  data 
were  reported  on  a  diagnosis-by-diagnosis  ba- 
sis, with  the  percentage  of  patients  having  a 
particular  diagnosis  who  underwent  surgery 
indicated.  For  diagnoses  such  as  "deviated 
nasal  septum,"  this  proportion  approaches 
l(X)%  as  surgical  procedures  are  the  accepted 
therapy  in  such  cases.  Often  the  procedures  are 
quite  minor.  Conversely,  for  diagnoses  such  as 
"normal  delivery,"  procedures  identified  as 
"surgical"  were  performed  on  only  17%  of  all 
patients,  even  though  some  obstetrical  manipu- 
lations were  performed  on  all.  Thus,  the  state- 
ment that  "an  average  78.4%  of  patients,  by 
diagnosis,  underwent  surgery",  means  that  the 
average  of  the  percentages  on  patients  reported 
as  receiving  surgery  for  n  diagnoses  is  78.4%. 
This  is  not  equivalent  to  saying  that  78.4%  of 
all  patients  underwent  surgery,  as  will  be  evi- 
dent below. 

(I)  For  the  fifty  diagnoses  accounting  for  the 
greatest  number  of  patients  among  the  349  di- 
agnoses  reported,   the   average   percentage   of 
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Medicaid  patients  operated  on  is  78.4%.  It 
should  be  noted  that  among  these  50  are  many 
diagnoses  for  which  surgery  is  the  standard 
therapy,  e.g.,  malignant  neoplasms  of  superfi- 
cial bone  and  muscle  tissue  (97%  operated.) 
The  ranking  is  in  order  of  number  of  patients 
with  particular  diagnoses,  not  in  order  of  pa- 
tients operated  upon.  By  contrast,  the  average 
percentage  operated  per  diagnosis  for  the  top 
fifty  is  81.7%  for  the  non-Medicaid  population. 
Statistically,  this  difference  is  not  significant  at 
the  0.01  level;  i.e.,  it  is  likely  to  be  due  to 
chance  rather  than  to  any  real  difference  in  the 
populations.  The  figure  "average  percentage  of 
patients  operated  per  diagnosis'"  is  a  good  indi- 
cator of  the  degree  to  which  the  use  of  surgical 
therapy  in  response  to  each  particular  diagnosis 
differs  in  the  Medicaid  and  non-Medicaid  popu- 
lations. There  is  no  statistically  significant  dif- 
ference. 

(2)  When  one  examines  the  figures  for  the 
percentage  of  patients  receiving  any  surgery,  a 
significant  difference  does  appear. 

When  all  349  reported  diagnoses  are  consid- 
ered, 39.9%  of  the  Medicaid  patients  received 
surgery,  vs.  47.6%  of  the  non-Medicaid  pa- 
tients. This  measure,  the  population  proportion 
operated  upon,  breaks  the  link  between  diagno- 
sis and  surgical  therapy  and  allows  us  to  see 
whether  the  overall  preponderance  of  surgery 
is  different  in  the  two  programs.  The  7.7  per- 
centage point  difference  is  significant  at  the 
0.01  level.  Actually,  there  is  a  far  less  than  1% 
chance  that  this  large  a  difference  is  due  solely 
to  random  variations  in  the  sample  of  patients 
standard. 

Available  information  on  the  hospitalization 
rate  in  the  Medicaid  population  is  too  poor  to 
allow  for  a  direct  translation  of  this  datum  into 
a  surgery  rate  for  the  Medicaid  population  as  a 
whole.  However,  one  knows  the  national  popu- 
lation, and  assuming  proportionality,  one  can 
estimate  the  surgery  rate  for  the  Medicaid  pop- 
ulation at  about  6656  per  100,000,  rather  than 
18,716  per  100,000  as  reported  by  the  Moss 
Subcommittee,  which  based  its  conclusions  on 
data  from  26  States.  By  contrast,  the  national 
rate  of  surgery  for  1974  was  7,940  per  100,000. 
It  thus  appears,  on  the  basis  of  the  PAS  data, 
that  rather  than  being  250%  of  the  national  rate 
as  the  Subcommittee  reported,  the  Medicaid 
surgery  rate  is  only  84%  of  the  national  rate. 


(3)  No  significant  difference  is  shown  in  the 
variances  of  the  percentages  of  surgical  pa- 
tients per  diagnosis  between  the  populations. 
This  means  that  for  the  top  fifty  diagnoses, 
decisions  to  operate  or  not  operate  on  Medicaid 
patients  follow  almost  exactly  the  same  pattern 
as  for  non-Medicaid  patients. 

(4)  The  2000  hospitals  in  the  study  are  certi- 
fied for  Medicaid  participation;  39%  of  a// Med- 
icaid-certified  hospitals  are  included.  The  recip- 
ients in  the  study  represent  about  5.2%  of  all 
Medicaid  patients,  hospitalized  or  not.  This  is  a 
large  enough  sample  to  allow  the  results  to  be 
extrapolated  to  the  Medicaid  population  as  a 
whole.  A  Medicaid  patient,  then,  has  about  a 
67%  chance  of  undergoing  surgery  if  he  or  she 
is  hospitalized  with  one  of  the  fifty  diagnoses 
most  common  among  patients  undergoing  sur- 
gery; for  a  randomly  selected  individual  from 
the  national  population,  under  the  same  condi- 
tions, the  chance  is  at  least  79%,  possibly 
more.  These  figures  are  sure  to  be  comforting 
to  those  concerned  with  unnecessary  surgery 
and  Medicaid  utilization  control. 

One  disturbing  aspect,  however,  is  the  fact 
that  for  the  top  fifty  diagnoses,  regardless  of 
surgery,  the  Medicaid  and  non-Medicaid 
lengths  of  stay  are  virtually  identical.  Since 
surgical  therapy  typically  involves  some  hospi- 
tal stay  for  recuperation,  (otherwise  it  could  be 
performed  on  a  outpatient  basis)  a  lower  inci- 
dence of  surgery  should  mean  a  lower  overall 
mean  length  of  stay.  Since  Medicaid  patients 
overall  undergo  surgery  less  frequently  than 
non-Medicaid  patients  (even  though  the  mean 
percentages  operated  upon  for  the  top  fifty  di- 
agnoses are  the  same),  this  may  indicate  that 
Medicaid  patients  are  kept  in  the  hospital  long- 
er for  defensive  testing,  etc.,  preceding  a  deci- 
sion not  to  operate.  It  could  also  mean  that 
even  though  fewer  patients  undergo  surgery, 
those  who  do  are  kept  in  the  hospital  longer 
than  non-Medicaid  patients  who  undergo  sur- 
gery because  of  physician  fears  that  the  home 
environment  may  not  be  suitable  for  convalesc- 
ence, because  their  condition  before  surgery  is 
poorer,  etc.  One  cannot  tell  anything  about  this 
from  the  data  in  hand,  but  there  is  enough  indi- 
cation of  a  real  difference  in  the  therapies  em- 
ployed for  Medicaid  and  non-Medicaid  patients 
to  spark  further  investigation. 
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Impact  of  Inappropriate  Drug  Therapy 
on  Hospital  Admissions  Study 

The  previous  issue  described  a  proposed 
study  on  the  incidence  of  disease  induced  or 
exacerbated  by  inappropriate  utilization  of 
prescription  drugs.  A  contract  for  this  study, 
the  first  large-scale  effort  to  measure  the  impact 
of  drug  therapy  on  hospitalization  in  the  Medi- 
caid program,  was  awarded  to  Health  Informa- 
tion Designs,  Inc.,  of  Washington,  D.C. 

The  study  focused  on  hospital  admissions 
caused  by,  or  related  to,  and  lengths  of  stay 
increased  by,  a  drug  misutilization.  Three  hos- 
pitals (including  at  least  one  that  was  not  a 
large  teaching  hospital)  in  three  States  (Califor- 
nia, Arkansas,  and  Minnesota)  were  selected. 
Six  months  of  Medicaid  discharge  data  were 
reviewed,  beginning  with  claims  details  reports 
generated  by  three  States'  MMIS  systems,  and 
ending  with  the  hospital  record.  Professional 
personnel  on  the  review  team  included  a  Doc- 
tor of  Pharmacy  and  a  Clinical  Pharmacist,  as- 
sisted by  physician  advisers. 

Preliminary  results  from  the  study  indicate 
the  following: 

(1)  There  is  a  significant  amount  of  morbidity 
that  is  caused  or  exacerbated  by  inappropriate 
drug  therapy  among  hospitalized  Medicaid  pa- 
tients in  the  three  States.  Depending  on  the 
State,  4%  to  1%  of  all  discharges  reflected 
morbidity  caused  or  exacerbated  by  inappro- 
priate drug  therapy.  In  the  judgment  of  the  re- 
view team,  65%  of  the  drug-therapy-related 
admissions  could  have  been  prevented  by  time- 
ly changes  in  dosage,  the  drugs  employed,  pro- 
per use  of  the  drugs  by  the  patient,  or  all 
three.  It  should  be  noted  that  the  study  concen- 
trated on  all  aspects  of  drug  therapy — failures 
by  patients  as  well  as  by  physicians.  Thus,  a 
recipients'  failure  to  use  the  drugs  as  indicated 
"counted"  as  much  as  improper  prescribing. 
The  review  team  felt  that  with  fully  competent 
use  of  drug  by  the  physician,  anc/ full  recipient 
compliance  with  the  directions  of  the  physi- 
cian, the  4-7%  figure  could  be  reduced  to  1.4- 
2.5%  of  all  Medicaid  admissions. 

(2)  Analysis  of  the  data  for  two  of  the  States 
reveals  that  57%  of  the  days  of  stay  of  the  4- 
7%'  of  Medicaid  patients  with  drug-related  ad- 
missions could  have  been  avoided  by  proper 
use  of  outpatient  drug  therapy. 


(3)  Surprisingly,  underutilization  of  drugs 
played  a  large  role  in  increasing  both  the  num- 
ber of  admissions  and  the  number  of  days  of 
stay.  In  20%  of  the  cases,  hospital  admissions 
could  have  been  avoided  altogether  with  proper 
outpatient  therapy.  (One  classic  example  is  fail- 
ure to  use  digitalis  and  diuretics  in  a  case  of 
congestive  heart  failure.  Such  underutilization 
might  be  due  to  a  physician's  failure  to  pre- 
scribe the  drugs,  a  recipient's  failure  to  take 
them  or  to  refill  prescriptions  for  them,  physi- 
cian failure  to  inform  the  recioient  that  the 
drugs  were  maintenance  drugs,  etc.) 

(4)  1-2%  of  total  Medicaid  admissions  (25- 
50%  of  the  admissions  with  therapy-related 
etiologies)  are  caused  by  failure  to  use  indicated 
drugs;  2-3%  of  admissions  (50-75%  of  the  ad- 
missions found  to  be  drug-related)  are  caused  by 
the  use  of  clearly  contraindicated  drugs.  (For 
example,  prescribing  an  anfi-arthritic  compound 
known  to  cause  gastric  ulcers  in  a  patient  with 
bleeding  ulcers.) 

(5)  In  one  of  the  States,  $1 18,000  in  unneces- 
sary hospital  and  other  medical  care  expendi- 
tures were  attributed  to  inappropriate  drug 
therapy.  This  figure  is  difficult  to  project  to  a 
national  datum  for  several  reasons.  However, 
using  the  contractor's  conclusion  that  4  -  7%  of 
all  admissions  result  from  drug  therapy  defects, 
and  that  57%  of  the  days  of  stay  associated 
with  such  admissions  could  have  been  avoided 
once  the  patients  were  hospitalized,  one  can 
estimate  that  a  fully  effective  drug  utilization 
review  program  could  save  from  $10  million  to 
$177  million  in  hospital  costs  alone.  This  latter 
figure  represents  about  1.2%  of  total  Medicaid 
costs  in  fiscal  1976. 


Alternative  Reimbursement  Approaches 
For  Hearing  Aids,  Eyeglasses  And 
Laboratory  Services 

The  next  several  items  all  concern,  in  one 
way  or  another,  control  of  Medicaid  expendi- 
tures. The  expenditures  of  the  program  are  a 
function  of  several  factors:  utilization,  reim- 
bursement policies,  range  of  services  covered, 
etc.  Two  of  the  reports  dealing  with  reimburse- 
ment policies  suggest,  in  the  course  of  reaching 
their  conclusions,  that  liberal  provision  of  serv- 
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ices  may  be  a  cost-effective  policy.  The  as- 
sumption is  that  if  a  certain  proportion  of  Med- 
icaid recipients  have  learning  disabilities,  or 
employment  problems,  etc.,  that  are  due  to 
health  difficulties,  the  correction  of  these,  in- 
volving perhaps  a  major  one-time  expenditure, 
would  allow  recipients  to  escape  from  poverty 
and  thus  obviate  further  expenditures  in  later 
years  of  their  lives.  The  provision  of  more 
services  might  ultimately  cost  less.  There  is  no 
experimental  evidence  that  this  would  be  the 
case,  but  the  degree  of  untreated  problems 
found  in  the  course  of  these  studies  indicates 
that  consideration  ought  to  be  given  the  notion. 

These  studies  were  conducted  for  the  Medi- 
caid Bureau  by  the  National  Institute  for  Ad- 
vanced Studies.  They  compare  the  reimburse- 
ment approaches  of  several  States  and  the  Vet- 
erans' Administration  (VA)  for  laboratory  serv- 
ices, eyeglasses  and  hearing  aids.  The  policy 
found  most  effective  in  the  studies  is  a  varia- 
tion of  the  "prudent  buyer"  strategy,  whereby 
States  attempt  to  procure  materials  for  Medi- 
caid patients  in  the  most  cost-effective  manner 
possible,  acting  like  a  "prudent  buyer"  in  the 
private  sector. 

A  general  question  concerning  all  such  strate- 
gies is  whether  they  violate  the  "freedom  of 
choice"  provisions  contained  in  Section  1902(a) 
(23)  of  the  Social  Security  Act.  Conflict  with 
this  provision  recently  resulted  in  judicial  over- 
throw of  a  laboratory  services  purchase  ar- 
rangement in  New  York  City.  While  no  one 
statement  of  current  policy  can  cover  all  possi- 
ble variations,  the  Office  of  General  Counsel, 
HEW,  has  held  that  an  arrangement  which  in- 
terferes with  the  ability  of  a  recipient  to  choose 
the  provider  of  services  (i.e.,  the  individual  or 
entity  which  dispenses  a  product  to  him  or  her) 
cannot  be  supported,  but  that  1902(a)  (23)  does 
not  guarantee  freedom  of  choice  of  the  manu- 
facturer or  supplier  of  the  products  dispensed 
by  a  provider.  (Indeed,  such  choice  does  not 
exist  for  the  purchaser  of  medical  care  in  the  pri- 
vate sector.) 

General  Counsel's  opinion  deals  favorably 
with  the  State  of  Washington's  plan  for  volume 
purchases  of  eyeglass  lenses  and  frames,  which 
the  present  study  finds  a  best  practice.  Thus, 
the  freedom  of  choice  provisions  can  be 
thought  of  as  applicable  only  in  regard  to  the 
provider  from  whom  the  recipient  directly  re- 


ceives a  service,  and  not  in  regard  to  the  sup- 
plier of  any  drugs,  equipment,  etc.,  tnat  the 
provider  may  use. 

Before  discussing  the  recommended  strategy, 
some  of  the  facts  that  the  NIAS  researchers 
unearthed,  regarding  the  need  for  hearing  aid 
and  eyeglass  services,  and  the  economics  of 
the  supply  of  these  two  items,  are  of  interest. 

Hearing  Aids:  Some  500,000  hearing  aids  are 
purchased  annually,  at  a  typical  cost  of  $350 
for  the  aid  and  fitting  services.  The  market  is 
thus  some  $180  million,  with  hearing  aids  alone 
accounting  for  75-80%  of  this  sum.  Some  14.5 
million  Americans,  about  6.6%  of  the  popula- 
tion, have  hearing  problems  severe  enough  to 
require  some  mechanical  assistance;  50%  of 
those  over  65  suffer  such  impairment.  Ten  mil- 
lion are  actually  in  need  of  hearing  aids,  but 
have  received  no  attention  for  hearing  prob- 
lems. Some  40%  of  those  needing  hearing  aids, 
or  about  4  million,  have  impairments  so  severe 
as  to  cause  difficulty  with  normal  speech. 

The  cost  of  the  hearing  aids  may  be  part  of 
the  reason  that  these  10  million  have  not  re- 
ceived treatment.  While  the  manufacturing  cost 
of  a  device  is  around  $75,  the  wholesaler  typi- 
cally pays  about  $80-$l40;  the  retailer's  markup 
may  be  200-300%.  This  leads  to  the  typical  sell- 
ing price  (with  attendant  fitting  services)  of 
$350.  The  study  found  a  range  of  gross  profits 
on  hearing  aids  sales  at  the  retail  level  of  49- 
59%,  depending  on  the  State. 

In  order  to  deal  with  the  cost  escalation  that 
occurs  from  manufacturer  to  retailer,  the  study 
recommends  adoption  of  some  variation  of 
Veterans'  Administration  practices. 

The  VA  policy  produces  an  average  per-unit 
supplied  cost  of  $205  for  a  hearing  aid,  41.4% 
less  than  the  typical  retail  cost.  Through  annual 
testing  of  several  brands  for  quality  along  sev- 
eral scales,  the  policy  ensures  that  all  VA  sup- 
plied devices  will  perform  adequately.  A  com- 
plex point-scoring  system  is  used  to  select  the 
devices  that  will  be  dispensed;  the  system  is 
designed  to  allow  some  flexibility  in  the  choice 
of  devices,  so  that  considerations  such  as  low 
price  for  quality  received,  suitability  for  condi- 
tions common  in  the  veteran  population,  and  so 
on,  may  be  made. 

Among  further  policy  recommendations  of- 
fered by  the  contractor  are  these:  (1)  explicit 
regulations  governing  the  testings  and  procure- 
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ment  of  hearing  aids  should  be  promulgated  by 
States;  (2)  fees  for  hearing  aid  fitting  services 
should  be  split  from  the  cost  of  the  device  and 
paid  separately,  and  under  a  separate  service 
code;  (3)  follow-up  adjustment  and  repair  serv- 
ices for  a  specified  period  should  be  included  in 
the  service  payment;  (4)  in  considering  the 
reimbursement  for  fitting  services,  marketing 
and  advertising  should  be  separated  from  other 
costs  of  doing  business  and  not  reimbursed,  as 
such  costs  will  be  non-existent  for  Medicaid 
patients;  (5)  the  VA  testing  standards  should  be 
used  in  the  testing  and  selection  of  devices, 
and  only  those  that  exceed  the  average  score 
on  the  VA  standards  should  be  volume  pur- 
chased; and  (6)  on/y  devices  exceeding  the  VA 
average  score  should  be  reimbursable  under  the 
State's  plan. 

Eyeglasses:  A  similar  logic  prevails  in  the 
National  Institute's  report  on  reimbursement 
policies  for  eyeglasses.  Here,  however,  one 
State,  Washington,  has  a  policy  similar  to  that 
recommended  already  in  effect. 

Once  again,  some  background  facts  from  the 
study  are  interesting.  The  typical  price  per  lens 
dispensed  is  $13.72;  for  lenses  and  frames,  the 
average  price  is  $43.48.  (These  charges  do  not 
include  the  examination  fee.)  Of  the  total  spent 
for  eyeglasses  each  year,  only  about  5%  is 
from  public  sources  such  as  Medicaid. 

Of  those  in  the  working  population,  age  17- 
64,  some  60%  have  vision  problems  serious 
enough  to  require  corrective  lenses.  For  per- 
sons above  age  three,  50%  of  the  population 
requires  them.  Actual  use  of  lenses,  however, 
varies  widely  by  economic  group.  For  those 
with  family  incomes  over  $35,000  per  year,  the 
use  of  eyeglasses  is  seven  and  one-half  times 
more  common  than  for  those  with  incomes  un- 
der $3500. 

As  with  hearing  aids,  a  large  mark  up  occurs 
between  manufacture  and  dispensing.  The 
manufacturer's  average  price  for  a  representa- 
tive group  of  commonly  prescribed  lenses  was 
$3.09;  the  wholesaler's  price  was  $3.76,  (a 
mark  up  of  22%.)  The  price  per  lens  dispensed, 
as  noted  above,  is  $13.72,  an  increase  of  over 
344%  from  manufacturer  to  consumer. 

The  Veterans'  Administration  uses  a  volume 
purchasing  arrangement  for  lenses  much  like 
that  described  for  hearing  aids.  The  State  of 
Washington  employs  a  similar  method,  making 


three  frame  styles  available  for  Medicaid  recip- 
ients. The  State's  standard  flat-rate  dispensing 
fee  is  $12.30.  The  award  for  lens  contracts  is 
made  on  a  competitive  basis;  all  bidders  must 
supply  lenses  that  meet  American  National 
Standards  Institute  (ANSI)  specifications.  The 
supplying  of  lenses  and  frames  to  providers  has 
not  been  a  difficulty. 

The  study  makes  essentially  the  same  recom- 
mendations for  eyeglasses  reimbursement  poli- 
cy as  were  made  for  hearing  aids.  In  addition 
to  the  State  of  Washington,  Alabama  and  Ar- 
kansas have  undertaken  similar  arrangements 
and  have  realized  significant  savings  in  their 
programs. 

One  conclusion  that  may  be  derived  from  the 
data  in  these  studies  is  that  a  large  population 
at  all  income  levels  needs  hearing  and  vision 
services,  but  does  not  receive  them.  A  number 
of  difficulties  in  obtaining  and  keeping  employ- 
ment, as  well  as  many  learning  difficulties  in 
children,  are  linked  to  sensory  disorders.  It  is 
possible  that  a  more  vigorous  approach  to  meet- 
ing the  needs  of  the  Medicaid  population  for 
hearing  aids  and  eyeglasses  could  result  in  a 
reduction  in  the  number  of  recipients  in  pover- 
ty, and  thus  the  number  using  Medicaid  serv- 
ices. 

Laboratory  Services:  This  study  was  per- 
formed by  the  National  Institute  as  part  of  the 
same  series;  because  it  deals  with  services  rath- 
er than  the  purchase  of  medical  supplies,  it  is 
here  reported  separately. 

As  with  other  NIAS  studies,  some  interesting 
figures  emerge.  The  nation  as  a  whole  spent 
$12  billion  for  laboratory  services  in  1975;  this 
represented  5  billion  tests,  at  an  average  cost 
of  $2.40  each,  and  constituted  10%  of  all  ex- 
penditures on  health  in  that  year.  Hospital  lab- 
oratories accounted  for  almost  half  the  tests 
done,  collecting  56%  of  the  total  test  fees.  It  is 
estimated  that  Medicaid  will  spend  $202.4  mil- 
lion for  laboratory  services  in  1977,  about  1.5% 
of  the  total  expenditures  for  medical  assist- 
ance. Chemistry  and  hematology  tests  account- 
ed for  over  50%  of  tests  in  1975,  with  micro- 
biological tests  accounting  for  another  10%. 
The  remainder  were  scattered  over  600  tests 
for  various  medical  indicators. 

The  actual  volume  of  tests  available  is  one 
indicator  of  the  role  laboratory  services  have 
come  to  play  in  medical  care.  The  average  phy- 
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sician  orders  ten  tests  per  day,  based  on  infor- 
mation developed  in  the  course  of  this  study. 
Of  course,  this  varies  by  specialty,  location  of 
practice,  etc.;  pediatricians  tend  to  order  far 
fewer  tests  than  the  average,  while  those  in  the 
more  arcane  specialties,  e.g.  neurology,  order 
far  more. 

The  number  of  tests  available  is  increasing  at 
a  rapid  rate,  as  medical  practice  becomes  more 
sophisticated  and  new  knowledge  derived  from 
biomedical  research  is  brought  into  use;  tests 
available  increased  by  50,  or  9.1%  in  1975 
alone. 

There  are  66,725  laboratories  of  one  sort  or 
another  in  the  nation;  those  that  are  attached  to 
physicians'  offices  account  for  25%  of  the  total. 
Surprisingly,  the  number  of  tests,  out  of  the 
600  available,  that  even  the  best  labs  can  per- 
form, is  often  very  limited.  To  take  a  rather 
extreme  example,  0.4%  of  all  /70sp/fa/ laborato- 
ries cannot  perform  routine  urinalyses,  1.4% 
cannot  perform  basic  blood  chemistries,  and 
1 1 .6%  offer  no  bacteriological  testing  at  all. 

The  quality  of  laboratory  work  done  is  often 
questionable.  A  1973  survey  by  the  National 
Bureau  of  Standards,  covering  only  laborato- 
ries that  participated  in  Medicare  or  Medicaid, 
found  inaccurate  results  in  26%  of  all  tests. 
The  Center  for  Disease  Control,  in  a  1976  sur- 
vey covering  all  laboratories,  found  a  15%  er- 
ror rate.  This  is  an  extremely  serious  matter; 
physicians  often  must  depend  on  laboratory 
test  results  in  making  life-or-death  decisions  on 
therapy.  Examples  cited  in  Congressional  testi- 
mony include:  infants  becoming  mentally  re- 
tarded because  inaccurate  bilirubin  results  did 
not  inform  physicians  that  blood  transfusions 
were  needed;  deaths  of  diabetics  due  to  erro- 
neous blood  sugar  results;  and  deaths  due  to 
failure  to  use  the  appropriate  antibiotic  in  life- 
threatening  infections  because  sensitivity  and 
culture  tests  were  not  properly  performed.  The 
contractor  estimates  that,  based  on  the  CDC 
figure  of  15%  erroneous  results,  some  $1.8  bil- 
lion per  year  are  paid  for  erroneous  tests.  Cost 
in  terms  of  human  suffering  or  deaths  cannot 
be  estimated. 

Fraud  and  abuse  in  laboratory  services  is 
potentially  widespread  and  virtually  impossible 
to  detect.  The  most  difficult  cases  involve  labo- 
ratories doing  automated  testing  at  a  low  cost 
but  billing  separately  at  the   rate  for  manual 


tests.  At  typical  automatic  rates,  a  series  of 
twelve  blood  tests,  called  the  SMA-12,  costs 
Medicaid  $3.50;  if  the  lab  bills  the  twelve  tests 
at  its  usual  $7  charge  for  tests  performed  man- 
ually, the  charge  is  $84.  Only  the  testimony  of 
a  lab  employee  could  reveal  that  the  substitu- 
tion was  made;  there  is  simply  no  way  to  de- 
tect it  from  the  records.  Some  States  are  con- 
sidering a  procedure  of  surveying  labs  to  locate 
those  with  automatic  equipment,  and  then  refus- 
ing to  pay  for  tests  billed  at  the  manual  rate. 

In  addition  to  this  problem,  kickbacks  from 
labs  to  physicians,  physician  refusal  to  pass 
along  discounts  given  by  laboratories  for  vol- 
ume work,  and  "sink  testing"  (the  specimen  is 
discarded  and  normal  results  reported)  are  all 
practices  that  have  occurred  and  barring  accu- 
sations from  witnesses,  cannot  be  detected 
from  the  "outside." 

Reimbursement  is  a  difficult  issue;  "reasona- 
ble charges"  may  result  in  the  program  paying 
rates  far  above  or  below  costs.  Also,  the  type 
and  location  of  the  lab  makes  a  far  greater  dif- 
ference in  charges  for  tests  than  any  factor  re- 
lated to  the  actual  costs.  A  GAO  study  in  1973 
found  that  charges  from  physician-associated 
labs  were  always  higher  than  the  highest  inde- 
pendent laboratory  charges,  in  some  cases  up 
to  100%  higher.  It  is  impossible,  for  a  number 
of  reasons,  to  determine  from  data  available 
whether  the  "typical"  Medicaid  physician  ac- 
tually makes  a  profit  on  his  laboratory  charges 
to  the  program.  It  is  known,  however,  that 
hospital  laboratories  are  "profit  centers"  for 
hospitals,  showing  an  average  surplus  of  15% 
above  their  actual  operating  cost.  Independent 
laboratories  typically  show  a  14%  surplus  of 
gross  revenue  above  actual  costs. 

The  contractor's  recommendations  capsu- 
lised,  are: 

(1)  the  Medicaid  Bureau  should  prepare  a 
fraud  and  abuse  detection  guide  for 
laboratory  services; 

(2)  States  should  establish  the  cost  of  au- 
tomated tests  and  adopt  a  policy  of 
paying  only  this  cost,  regardless  of 
whether  the  test  is  done  manually  or 
by  machine  (Michigan  is  currently  well 
along  in  developing  such  a  policy); 

(3)  the  Medicaid  Bureau  should  conduct 
studies  to  set  up  a  Relative  Value  Scale 
for  the  most  common  of  the  600  cur- 
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rently  available  tests,  and  set  a  national 
maximum  payment  for  each; 

(4)  while  awaiting  legislation  to  clarify  the 
Congressional  intent  of  the  "free 
choice"  provisions  of  Title  XIX,  the 
Medicaid  Bureau  should  set  up  a  de- 
monstration project  on  the  purchase  of 
laboratory  services  by  contract  in  cer- 
tain environments; 

(5)  States  should  develop  methods  to  en- 
sure that  Medicaid  pays  for  only  those 
tests  for  which  laboratories  are  certi- 
fied; 

(6)  methods  and  guidelines  should  be  de- 
veloped to  assist  States  in  coordinating 
Medicaid  laboratory  policies  and  opera- 
tions with  other  State  and  Federal  ini- 
tiatives such  as  the  Clinical  Laboratory 
Improvement  Act  (HR  14319.) 

This  study  sheds  significant  light  on  one  of 
the  obscurer  types  of  Medicaid  providers.  It 
also  indicates  a  general  lack  of  focus,  at  any 
level,  on  the  quality  of  ancillary  services  used 
by  physicians.  One  might  suggest  that  the  15- 
26%  error  rate  that  exists  in  laboratories  would 
simply  not  be  tolerated  if  it  occurred  among 
physicians,  nurses,  x-ray  technicians,  or  any 
other  group  of  providers  or  ancillaries  the  pub- 
lic has  direct  personal  contact  with.  Medicaid 
and  Medicare  payments  appear  to  be  a  signifi- 
cant source  of  revenue  for  these  providers,  and 
once  again  Secretary  Califano's  suggestion  that 
the  "leverage"  of  Title  XVIII  and  XIX  funds 
should  be  used  to  improve  the  quality  of  health 
care  available  to  all  Americans  appear  well- 
founded. 


Final  Report:  An  Evaluation  of 
Erroneous  Medicaid  Expenditures 

This  report  is  the  final  deliverable  item  in  a 
contract  with  the  Control  Analysis  Corporation 
(CAC)  to  evaluate  State  practices  in  the  con- 
trol of  erroneous  Medicaid  payments.  While 
several  good  practices  are  described,  CAC's 
general  conclusion  is  that  none  of  the  States 
visited  is  making  use  of  all  available  techniques 
for  controlling  erroneous  payments.  At  the 
same  time,  it  appears  that  a  combination  of  the 


best  practices  observed  would  be  highly  cost- 
effective. 

The  contractor  also  produced  a  Guide  for  the 
Control  of  Erroneous  Medicaid  Expenditures, 
which  is  available  from  the  Institute  for  Medi- 
caid Management.  The  Guide  offers  a  hand- 
book-style presentation  of  methods  and  prac- 
tices found  most  effective,  with  some  sugges- 
tions on  implementation. 

For  purposes  of  this  contract,  "erroneous 
payments"  were  defined  as  those  payments 
made  contrary  to  clear  Federal  or  State  policy; 
the  intent  was  to  exclude  payments  fraudulenty 
obtained  by  providers,  or  those  made  on  the 
basis  of  questionable  medical  judgement;  the 
former  are  not  erroneous  prima  facie,  and  the 
latter  could  be  erroneous  or  not,  depending  on 
individual  judgment.  Under  this  definition,  the 
following  payments  are  "erroneous":  those  due 
to  recipient  or  provider  ineligibility,  exact  or 
near-exact  duplication  of  payments,  those  due 
to  missed  third  party  liability,  payments  above 
reasonable  charges,  payments  made  due  to  er- 
roneous claims  data,  and  payments  contrary  to 
some  specific  State  or  Federal  policy. 

The  contract  also  included  development  of  a 
Program  Review  Guide  on  erroneous  payments. 
The  assessment  methodology  used  in  the  Re- 
view Guide  can  be  carried  out  by  two  persons 
in  about  four  weeks.  This  Guide  includes  200 
to  400  situations  in  which  payment  would  be 
erroneous.  The  State's  system,  whether  wholly 
computerized  or  not,  is  tested  for  its  ability  to 
block  payment  in  these  test  situations,  which 
can  be  selected  for  testing  according  to  the 
State's  payment  system  and  regulatory  com- 
plexity. 

Based  on  application  of  the  test  package  in 
the  Guide,  the  contractor  concluded  that  most 
States  have  sufficient  controls  to  block  most 
erroneous  payments  (as  defined  in  the  study) 
but  that  there  is  at  least  one  significant  weak- 
ness per  State.  Among  the  most  prominent  fail- 
ures of  various  State  systems  and  their  admin- 
istration: 

(1)  lack  of  a  plan  for  monitoring  computer- 
ized payments  systems  and  designing 
improvements  to  meet  problem  situa- 
tions uncovered  by  monitoring; 

(2)  failure  to  detect  duplicate  payment  sit- 
uations when  the  duplicate  is  submitted 
in   the   same   run,   or  differs   only   by 
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provider  number  or  procedure  code; 
duplicates  which  result  from  charges 
for  overlapping  ranges  of  hospital  vis- 
its, and  duplicate  bills  differing  only  in 
provider  type  code; 

(3)  failure  to  include  edits  for  adherence  to 
claims  policy  (e.g.,  failure  to  edit  out 
bills  for  post-operative  care  stipulated 
as  included  in  the  fee  for  surgery); 

(4)  failure  to  correct  institutional  histories 
in  the  system  when  days  of  stay  are 
denied  (this  leads  to  overpayments 
when  audit  settlements  are  made  at  the 
end  of  a  fiscal  year); 

(5)  failure  to  include  feedback  mechanisms 
that  alert  sub-programs  in  the  payment 
system  to  salient  facts — e.g.,  death  of  a 
recipient,  report  of  ineligibility,  notifica- 
tion of  hospital  discharge,  indication  of  a 
liable  third  party,  etc.  Often  human  in- 
tervention is  required  to  get  these  data 
input  to  each  of  several  programs,  in- 
stead of  State  systems  having  a  linkage 
delivering  such  items  to  all  subprograms 
at  once; 

(6)  failure  to  include  information  on  liable 
third  parties  in  the  eligibility  file  entries; 
and 

(7)  using  overrides  to  reduce  backlogs, 
using  force  codes  to  override  whole 
classes  of  edits  rather  than  one  or  two 
troublesome  ones,  failure  to  edit 
corrections  that  are  re-entered,  and 
failure  to  include  suspended  claims  in 
the  field  against  which  possible  dupli- 
cates are  edited. 

Among  CAC  recommendations  for  overcom- 
ing the  difficulties  found  are: 

(1)  the  Federal  government  should  pro- 
vide assistance  in  the  cost/benefit  analy- 
sis of  editing  systems  and  edits.  The 
report  indicates  that  this  would  not 
only  serve  to  demonstrate  the  effec- 
tiveness of  editing  procedures  but 
would  allow  States  to  reduce  costs  by 
designing  out  ineffective  edits; 

(2)  there  should  be  Federal  assistance  in 
evaluating  current  edit  systems; 

(3)  States  should  institute  quality  control 
efforts  in  their  claims  payment  opera- 
tions so  that  ongoing  evaluation  is  pos- 
sible; and 


(4)  there  should  be  an   increased  Federal 
matching   percentage   for   systems   im- 
provements, even  if  the  improvements 
do  not  bring  the  States'  systems  up  to 
MMIS  calibre. 
The  study  demonstrates,   in  the   main,  that 
States'  best  practices  consist  of  no?  committing 
one  of  the  seven  major  types  of  failures  cited 
above.  CAC  found  that  States  often  had  inno- 
vative and  effective  means  of  dealing  with  one 
or  more  of  the   problems  cited,   but  had   not 
even  noted  the  existence  of  others.  It  appears 
that    experience    is    now    present    among   the 
States   to  deal   with   the  erroneous   payments 
problems  found;  there  is  no  need  to  break  new 
ground.    Failure    to   implement    existing   tech- 
niques is  the  major  problem.   It  is  hoped  that 
some  effort  at  transfer  of  this  technology  infor- 
mation will  be  made  in  the  future.  Readers  are 
invited  to  contact  the  Institute  for  more  informa- 
tion. 


PSRO:  An  Evaluation  of  the  Professional 
Standards  Review  Organization 

(Information  reported  here  is  drawn  from  the 
</ra/T  executive  summary  of  the  report;  the  pro- 
ject was  conducted  by  the  Office  of  Planning, 
Evaluation,  and  Legislation  (OPEL)  of  the 
Health  Services  Administration,  US  Public 
Health  Service,  HEW.  Conclusions  drawn  by 
the  study  group  itself  are  in  all  cases  quoted.) 

During  fiscal  years  1976  and  1977,  OPEL 
engaged  in  an  extensive  study  of  the  perform- 
ance of  the  Professional  Standards  Review 
Organizations  (PSROs)  mandated  by  PL  92-603, 
passed  in  1972.  Even  though  out  of  the  203 
PSRO  areas  designated,  only  108  have  condi- 
tional PSROs  and  64  have  PSROs  in  the  plan- 
ning stages,  OPEL  felt  that  enough  experience 
had  been  gained  to  draw  some  significant  con- 
clusions about  results  that  might  accrue  from 
PSRO  activities  in  the  future.  It  should  be  not- 
ed that  there  are  no  PSROs  designated  as  fully 
operational  at  this  time.  (In  order  to  be  desig- 
nated as  operational,  a  PSRO  must  be  satisfac- 
torily performing  review  of  both  acute  and 
long-term  inpatient  care.) 
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Based  on  the  experience  to  date,  the  study 
concludes:  ".  .  .  data  are  sufficient  to  strongly 
suggest  that  PSRO  implementation  alone  is  not 
apt  to  cause  significant  changes  in  either  hospi- 
tal utilization  rates  or  associated  governmental 
expenditures.  The  ability  of  the  PSRO  program 
to  effectively  assure  the  appropriateness  and 
quality  of  care  rendered  in  hospitals  remains  to 
be  determined."' 

Figures  predominate  in  the  study.  The  cost 
of  the  PSRO  program  in  fully  implemented 
form  is  estimated  at  $268.5  million.  Federal 
costs  are  estimated  at  $18.31  per  discharge  for 
delegated  PSRO  review,  i.e.  review  in  which  the 
review  responsibility  has  been  assigned  to  a 
hospital  utilization  review  (UR)  committee  by 
the  PSRO,  and  $16  for  non-delegated  review. 
The  estimated  costs  of  PSRO  review,  when 
costs  are  adjusted  for  inflation  to  1976  levels, 
exceed  costs  for  previously  employed  methods. 
The  estimated  cost  of  the  original  hospital  UR 
regulations  was  $81.3  million,  while  implemen- 
tation of  the  1974  revised  draft  UR  regulations 
was  estimated  at  about  $107.6  million.  In  order 
to  "recover"  costs,  the  PSRO  program  would 
have  to  reduce  current  utilization  rates  of  the 
covered  populations  by  a  range  of  1.6-2.05  per- 
cent. Certain  PSROs  have  shown  this  degree 
of  cost-effectivenness,  but  the  study  concludes 
that  ".  .  .the  PSRO  program  is  not  now  cost- 
effective  and  thus  is  not  yet  serving  as  a  cost- 
containment  mechanism.  "2 

An  analysis  of  the  impact  on  Medicare  popu- 
lations under  PSRO  review  was  carried  out  by 
comparing  PSRO  and  non-PSRO  area  dis- 
charges, using  data  for  FY  1976.  The  18  areas 
selected  all  met  a  minimum  study  criterion  of 
having  50%  of  all  Medicare  discharges  under 
PSRO  review  as  of  1/76.  The  Medicare  admis- 
sions under  PSRO  review  in  these  areas  repre- 
sent about  10%  of  all  Medicare  admissions  dur- 
ing FY  1976  and  38%  of  all  Federal  medical  care 
beneficiaries  in  all  active  PSRO  areas  as  of  June 
1976.  The  sample  is  a  large  one;  the  question  is 
whether  it  is  in  any  way  biased. 

Although  the  western  part  of  the  nation  pre- 
dominates,  with  44%   of  the    PSROs   located 


1)  Draft  Executive  Summary,  p.  3 

2)  ibid.,  p.  iii 


there,  the  patients  studied  were  widely  distribut- 
ed nationally,  and  the  study  group  felt  that 
"...  the  regional  representation  does  not  ap- 
pear to  overly  influence  results."  In  addition, 
the  PSROs  were  self-selected  in  that  those  cho- 
sen were  among  the  first  implemented,  and  had 
the  longest  operating  experience,  and  in  that 
such  factors  as  the  degree  of  enthusiasm  of  the 
participating  physicians,  the  level  of  belief  in 
the  concept,  and  so  on,  could  be  expected  to 
vary  because  of  this.  Despite  this,  it  is  felt  that 
the  results  represent  extant  conditions.  To 
mention  a  few  more  of  the  group's  more  impor- 
tant findings: 

(1)  "No  aggregate  PSRO  effect  was  found 
on  utilization  or  admission  rates.  This 
implies  that  as  a  'treatment'  the  PSRO 
program  thus  far  has  not  impacted  on 
utilization  relative  to  other  forms  of 
review  being  conducted  in  non-PSRO 
areas.  While  no  aggregate  effect  was 
observed,  some  individual  PSROs  were 
associated  with  lower  (favorable)  utili- 
zation relative  to  their  matched  com- 
parison areas.  Some  PSROs  currently 
appear  to  be  cost  effective,  yet  the 
program  as  a  national  program  did  not 
appear  to  be  cost-effective  by  the  end 
of  1976." 

(2)  "Analysis  of  average  length  of  stay 
(ALOS)  produced  mixed  results.  Anal- 
ysis of  Medicare  utilization  data  by 
PSRO  area  indicated  no  impact  on 
ALOS,  while  an  analysis  of  hospital 
abstract  data  showed  small  but  favorable 
results  for  Medicare  patients  in  hospitals 
under  PSRO  review  compared  to  similar 
patients  in  comparison  hospitals  and 
small  but  unfavorable  results  for  Medi- 
caid patients." 

(3)  "PSROs,  acting  primarily  on  appropri- 
ateness of  utilization,  have  little  poten- 
tial to  countervail  or  reduce  the  infla- 
tion in  input  prices^  and  technology 
which  are  the  major  causes  of  the  rap- 
id rise  in  hospital  expenditures.  Thus, 
PSROs  should  not  be  considered  a 
stand-alone,  cost  containment  strategy, 
but  rather  as  one  important  part  of  a 
comprehensive  strategy  of  rationalizing 
the    price,    supply    use,    and    eventual 
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expenditures  related  to  the  delivery  of 

health  care  services. "3 
This  study  will  undoubtedly  lead  to  a  recon- 
sideration of  the  role  that  PSROs,  hospital  UR 
committees,  and  similar  mechanisms  play  in 
Medicare  and  Medicaid.  In  addition,  it  is  likely 
to  have  an  effect  on  the  role  of  physicians' 
groups  in  reviewing  medical  care  under  any 
form  of  National  Health  Insurance.  It  is  inter- 
esting to  speculate  on  some  of  the  reasons  for 
the  minimal  effect  of  PSROs  that  the  study  indi- 
cates. 

The  American  philosopher  John  Dewey  once 
remarked  that  "A  difference  that  is  no  differ- 
ence is  no  difference."  Conversely,  a  differ- 
ence that  is  no  difference  cannot  be  expected 
to  make  one.  The  original  selling  point  of  the 
PSRO  idea  was  that  a  mechanism  which  would 
ensure  strict  application  of  the  highest  profes- 
sional standards  would  also  lead  to  significant 
reductions  in  cost;  at  least,  "...  a  careful 
reading  of  the  Congressional  testimony  prior  to 
the  enactment  of  PL  92-603  reflects  a  strong 
interest  in  controlling  health  care  costs  by  elim- 
inating unnecessary  services. ""•  Many  of  those 
performing  review  under  PSROs  constituted 
the  UR  committees  that  preceded  them.  Often, 
review  was  delegated  from  the  new  PSROs 
right  back  to  the  old  UR  committees.  Beyond 
the  similarity  of  the  casts  of  characters  in- 
volved in  the  PSROs  and  their  predecessor 
bodies,  one  could  argue  that  if  in  fact  the 
health  care  being  delivered  pre-PSRO  was  gen- 
erally of  high  quality,  the  formalized  applica- 
tion of  professional  norms  would  not  make 
much  of  a  difference.  One  could  also  argue  that 
the  almost  total  lack  of  fresh  viewpoints  (be- 
tween the  PSROs  and  the  prior  review  bodies) 
may  have  contributed  to  the  "no  difference" 
findings. 


The  Massachusetts  Cost-Effectiveness 
Project 

Cost-effectiveness,  or  cost-benefit  analysis,  is 
a  concept  being  gradually  applied  to  public  wel- 


3)  Ibid.,  p.  8 

4)  Ibid.,  p.  2 


fare  programs.  Although  intuitively  implicit  in 
all  management  decisions,  only  in  the  last  few 
years  have  structured  procedures  for  compar- 
ing costs  and  benefits  been  adopted  by  public 
welfare  programs. 

Massachusetts  has  made  a  pioneering  effort 
in  this  area  under  an  HEW  grant.  The  Massa- 
chusetts Medicaid  Cost-Effectiveness  Project  is 
designed  to  combine  sound  medical  practice 
and  stringent  fiscal  control  by  limiting  use  of 
some  drugs  and  procedures  in  the  treatment  of 
Medicaid  patients  and  eliminating  the  use  of 
others.  For  example,  peripheral  vasodilator 
drugs  are  of  real  benefit  in  certain  conditions 
(e.g.,  arteriosclerosis  in  those  under  age  40)  but 
of  only  questionable  effectiveness  in  others. 
After  consultation  with  leading  authorities  in 
the  provider  community,  the  Project  produced 
directives  (which  have  been  promulgated  by  the 
State  agency)  limiting  reimbursement  for  pre- 
scriptions for  this  class  of  drugs  to  specified 
diagnoses  and  situations;  all  others  will  not  be 
reimbursed.  Guidelines  have  been  issued  for 
transportation  services,  oxygen  and  respiratory 
equipment,  vision  care,  dental  services  and 
long  term  care  (see  below.)  Ongoing  research  is 
expected  to  lead  to  guidelines  covering  psycho- 
tropic drugs,  analgesics,  and  some  mental 
health  services. 

The  Project  makes  a  special  effort  to  include 
the  psycho-social  dimensions  of  medical  care  in 
assessing  "effectiveness."  A  particularly  inter- 
esting example  of  this  is  the  "inappropriate 
transfer"  guidelines  issued  for  medical  review 
teams  reviewing  long  term  care  patients.  It  was 
discovered  that  many  transfers  of  long  term 
care  patients  to  lower  levels  of  care  resulted  in 
deterioration  of  the  patients'  physical  or  mental 
condition.  Often,  this  was  due  to  the  patient's 
loss  of  a  fragile  adaptation  to  living  situations 
that  allowed  for  the  maintenance  of  a  reasona- 
ble level  of  health  and  independence.  The  inap- 
propriate transfer  guidelines  are  designed  to 
isolate  situations  in  which  transfer  will  be  dele- 
terious to  the  patient  (and  therefore  not  effec- 
tive) and  to  block  such  transfers. 

The  manner  in  which  the  Cost-Effectiveness 
Project  functioned  to  enhance  the  welfare  of 
patients  (while  savings  State  funds)  by  blocking 
transfers  that  would  lead  to  deterioration  of 
recipients'  health  and  therefore  more  intensive 
(and   expensive)    medical   care,    illustrates   the 
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fact  that  cost-benefit  analysis  can  serve  all  the 
communities  associated  with  the  Medicaid  pro- 
gram. This  approach  also  exemplifies  the  meld- 
ing of  cost  containment  with  quality  care. 

The  etTects  of  the  program  are  also  quantita- 
tively significant.  It  is  estimated  that  first-year 
savings  will  be  about  $4  million,  for  a  Project 
cost  of  $450,000— a  cost-benefit  ratio  of  1/8.9. 


Home  Health — The  Need  For  A  National 
Policy 

As  the  Journal  was  going  to  press,  the  Gen- 
eral Accounting  Ofiice  (GAO)  released  a  study 
on  long-term  home  health  care  and  its  costs 
compared  to  those  of  institutional  long-term 
care  (LTC.)  The  report  contains  some  conclu- 
sions that  have  a  direct  impact  on  policy  in  the 
LTC  area.  The  report  is  also  replete  with  data 
and  covers  a  wide  range  of  topics;  only  a 
summary  can  be  presented  here. 

In  spite  of  the  relatively  high  cost  of  institu- 
tional LTC,  the  seemingly  high  cost  of  home 
health  visits  (up  to  $65  per  visit  in  some  in- 
stances) fosters  an  impression  that  for  more  than 
the  mildest  of  problems  requiring  long  term 
care,  institutionalization  is  a  less  costly  alterna- 
tive than  the  provision  of  equivalent  health 
services  in  the  home.  For  this  reason.  States 
have  been  quite  reluctant  to  expand  or  publi- 
cize home  health  services.  The  same  reluctance 
is  found  in  the  Medicare  program,  which  statu- 
torily limits  home  health  services  to  100  visits 
(and  these  only  after  hospitalization)  in  each 
benefit  period.  A  number  of  studies  have  cited 
the  apparently  low  cost/benefit  ratio  of  home 
health  care  as  a  factor  leading  States  to  de- 
emphasize  it,  while  continuing  to  pay  massive 
amounts  for  institutional  LTC. 

The  GAO  report  attempts  to  measure  the 
actual  social  cost  of  providing  services  in  the 
home,  and  in  LTC  institutions,  at  several  levels 
of  impairment.  The  results,  while  complex,  are 
clearly  illustrated  in  Figure  1.  Until  a  level 
somewhere  between  "greatly"  and  "extreme- 
ly" impaired  (as  measured  by  the  patient  as- 
sessment instrument  used  in  this  study)  is 
reached,  the  social  cost  of  home  care  is  dra- 
matically lower  than  that  of  institutional  LTC. 
At  the  "break-even"  point,  the  cost  of  care  in 


the  home  becomes  dramatically  greater  than 
that  of  institutional  care. 

"Total  social  cost"  means  the  cost  of  care  to 
all  sources.  This  was  measured,  in  the  GAO 
study,  by  valuing  services  provided  by  family 
and  friends  at  the  value  of  agency  and  institu- 
tional services.  (The  exact  methodology  was 
complex  and  does  not  warrant  discussion  here.) 
One  may,  at  first  impression,  find  this  reason- 
ing specious,  but  the  comparison  is  valid:  if  the 
services  being  given  by  family  and  friends  were 
not  being  given,  the  individuals  involved 
would,  in  most  cases,  have  to  be  institutional- 
ized to  receive  them,  under  the  current  relative 
priorities  of  LTC  and  home  health  services. 
Since  the  provision  of  these  services  outside 
institutions  is  a  clear  avoidance  of  a  definite 
cost  in  Medicare/Medicaid  expenditures,  it  is 
quite  reasonable  to  equate  the  value  of  the 
services  given  with  the  value  of  the  costs 
avoided. 

The  financial  impact  on  programs  is  another 
question;  public  policy  analysts  need  to  con- 
sider both  the  social  cost  and  the  program  cost 
of  various  care  alternatives.  Here  an  amazing 
difference  appears.  If  we  assume  that  home 
health  care  services  would  at  least  cost  no 
more  than  the  same  services  rendered  in  insti- 
tutions, total  care  in  the  home  is  always  cheap- 
er than  institutional  LTC  until  the  "greatly 
impaired"  level  is  reached;  i.e.,  we  could  re- 
place all  the  services  provided  by  family  and 
friends  now,  including  current  agency  costs  for 
home  health  care,  with  home  health  care  serv- 
ices, and  still  provide  care  at  a  lower  cost  than 
that  of  institutionalization. 

The  study  notes  that  the  current  statutes  and 
regulations  of  Medicaid  and  Medicare  make 
institutional  LTC  available  more  easily  than 
home  health  care,  and  that  coordination  among 
the  vast  number  of  agencies  providing  some 
variation  of,  or  range  of,  home  health  care 
services  is  so  poor  that  services  cannot  now  be 
effectively  provided.  The  elderly  thus  are  left 
with  no  choice  but  institutionalization  unless 
family  and  friends  can  provide  services.  Those 
who  have  no  one  to  provide  needed  services  go 
into  LTC  institutions,  despite  the  fact  that  the 
cost  thus  incurred,  both  socially  and  by  specific 
programs,  is  enormously  greater  than  that  of 
providing  services  in  the  home. 
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The  study  indicates  that  87%  of  those  in 
LTC  institutions  are  greatly  or  extremely  im- 
paired, and  thus  are  in  a  cost-effective  care  sit- 
uation. For  the  13%  who  could  be  cared  for 
outside  institutions  if  home  health  care  services 
were  available,  the  cost  savings  depend  on  the 
level  of  impairment.  Taking  the  mid-point  of 
the  cost  impairment  curve  as  representative,  it 
appears  that  the  institutionalization  of  those  not 
greatly  impaired  costs  the  Medicare  and  Medi- 
caid programs  $7740  per  person  per  year  more 
than  the  provision  of  equivalent  services  in  the 
home. 

As  a  result  of  the  study,  legislation  will  be 
introduced  by  Representative  Claude  Pepper  to 
remove  all  prior  hospitalization  requirements 
for  home  health  services  from  Title  XVIII,  de- 


lete all  limits  on  visits,  and  expand  home  care 
to  cover  chores,  hospital  outreach  services,  and 
nutritional  counseling,  as  well  as  to  set  up  a 
national  Federal  clearinghouse  of  home  health 
care  services. 

Those  interested  in  obtaining  a  copy  of  the 
report  may  write  to:  U.S.  General  Accounting 
Office/Distribution  Section.  State,  Federal,  and 
local  officials  may  receive  ten  copies  free  of 
charge;  they  should  address  requests  to  the 
Distribution  Section  at  Room  4522,  441  G 
Street,  NW,  Washington,  D.C.  20548.  All  oth- 
ers may  obtain  the  report  at  $1.00  per  copy 
from  the  Distribution  Section  at  P.O.  Box  1020, 
Washington,  DC  20013.  Requestors  should  re- 
fer to  Report  No.  HRD-78-19,  12/30/77. 
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Loebs,  Stephen  F.,  Ph.D.,  "Medicaid — A  Survey  of  Indicators  and  Issues,"  Hospitals  and  Health 
Service  Administration,  Vol.  22:4,  Fall  1977.  Pages  63-90. 
Dr.  Loebs,  a  professor  at  Ohio  State  University  performed  an  extensive  search  of  Medicaid 
literature  and  incorporates  findings  of  many  different  studies  in  an  overview  of  the  Medicaid 
program.  After  a  brief  history  and  a  description  of  the  scope  and  effect  of  the  program.  Dr. 
Loebs  discusses  the  cost  containment  methods  of  eligibility  changes,  reductions  in  medical 
services,  cost-sharing,  fraud  and  abuse  control,  reimbursement  policies,  HMOs  and  utilization 
review.  Conclusions  include:  1)  reductions  in  medical  services  may  shift  patients  towards 
higher-cost  services  and  may  increase  the  unavailability  of  providers  in  poorer  neighborhoods; 
2)  a  study  in  California  showed  co-payments  decreased  office  visits,  but  increased  hospital 
costs;  3)  inadequate  levels  of  reimbursement  are  decreasing  the  number  of  providers  willing  to 
accept  Medicaid  patients,  and  if  physicians  leave  the  program,  patients  will  use  higher  cost 
outpatient  hospital  services;  and  4)  HMOs  represent  an  opportunity  to  improve  the  efficiency 
of  State  Medicaid  programs. 

Friedman,  Emily  and  Wendorf,  Carl,  "Medicaid,"  Hospitals,  Vol.  51,  Aug.  16,  Sept.   I,  Sept.  16, 
Oct.  1,  and  Nov.  I,  1977. 

A  series  of  five  articles  in  Hospitals  on  the  Medicaid  program. 

I.  Medicaid:  The  Primrose  Path  (Aug.  16,  1977) 

II.  Medicaid:  A  Garden  Sown  with  Dragon's  Teeth  (Sept.  1,  1977) 

III.  Medicaid:  A  Crop  of  Nettles  (Sept.  16,  1977) 

IV.  Medicaid:  One  for  the  Crow  (Oct.  1,  1977) 

V.  Medicaid:  Uncertain  Harvest  (Nov.  1,  1977) 

The  titles  are  included  not  only  because  of  their  poetic  nature,  but  also  because  they  indicate 
the  attitude  this  series  of  articles  takes  toward  the  Medicaid  program.  This  well-written  series 
begins  with  a  history  of  the  program  that  places  many  of  today's  problems  in  perspective. 
Program  cost  increases  are  analyzed,  as  are  problems  with  the  reimbursement  system  and  the 
impact  of  Title  XIX  on  hospitals  and  hospital  funding.  Variations  and  problems  in  State  pro- 
grams are  examined  in  a  series  of  State  profiles.  Hospital  complaints  concerning  paperwork, 
speed  and  amount  of  reimbursements,  and  eligibility  determination  problems  are  enumerated, 
and  the  effects  these  problems  are  having  on  hospitals  and  on  Medicaid  patients  in  the  health 
care  system  are  analyzed.  An  examination  of  lessons  learned  concludes  the  articles. 
EPSDT — Reviews  of  Shows  for  Treatment:  A  Nine  State  Survey,  a  contracted  study  prepared  by 
Health  Service  Research  Institute,  The  University  of  Texas  Health  Service  Center  at  San  Anto- 
nio, San  Antonio,  Texas,  March  31,  1977. 
The  contract  for  this  report  was  let  "to  determine  the  degree  to  which  children  with  problems 
found  in  screening  subsequently  reached  treatment."  The  records  of  EPSDT  programs  were 
examined  for  the  period  of  Jan. -April  1976.  The  report  shows  78%  of  children  screened  and 
found  to  have  problems  reached  treatment.  Conclusions  include:  1)  there  is  significant  varia- 
tion in  the  priority  assigned  the  program,  especially  the  dental  portion,  among  States;  2) 
EPSDT  information  systems  are  generally  inadequate;  3)  program  performance  was  better  in 
jurisdictions  which  recognized  follow-up  (case  monitoring)  as  a  specific  function  of  the  EPSDT 
program  and  had  it  assigned  to  a  specific  State  agency;  and  4)  EPSDT  is  maturing  into  a  com- 
prehensive preventive  health  program. 
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United  States  General  Accounting  Office,  "Problems  in  Carrying  Out  Medicaid  Recovery  Programs 
from  Third  Parties,"  Washington,  D.C.,  May  2,  1977.  26  pages. 
The  GAO  studied  the  performance  of  Federal  and  State  Medicaid  agencies  in  the  collection  of 
Third  Party  Liability.  Two  of  the  eight  States  examined,  Oklahoma  and  Hawaii,  were  found  to 
have  laws  conflicting  with  the  principle  of  Medicaid  being  the  payor  of  last  resort.  California 
was  found  to  have  assumed,  as  a  matter  of  policy,  the  responsibility  to  collect  $119  million  in 
health  insurance  payments  from  third  parties  for  the  period  April  1975  -  July  1976.  At  the  time 
of  the  study,  only  $3.5  million,  or  2.9%  of  this  amount  had  been  recovered.  Federal  guidance 
was  found  historically  to  have  been  poor,  but  guidelines  issued  and  a  conference  held  in  June 
and  July  of  1976  were  cited  as  an  improvement  in  the  situation.  Recommendations  include: 
develop  a  mandatory,  uniform  reporting  system  useful  to  both  HEW  and  State  management; 
require  California  to  demonstrate  the  effectiveness  of  its  health  insurance  collection  policy;  and 
have  the  Social  Security  Agency  collect  and  transmit  the  necessary  information  on  TPL  in 
cases  where  the  Federal  Government  determines  Medicaid  eligibility. 

Social  and  Welfare  Statistics  —  Looking  Ahead,  Final  Report  of  the  Committee  to  Evaluate  the 
National  Center  for  Social  Statistics,  Moshman  Associates,  Inc.,  Washington,  D.C.,  August  1977. 
Under  the  guidance  of  a  steering  committee,  Moshman  Associates,  Inc.  prepared  this 
contract  evaluation  of  the  National  Center  for  Social  Statistics  (NCSS)  and  the  data  collection 
methods  and  needs  of  welfare  agencies.  While  NCSS  was  abolished  during  the  course  of  the 
study  with  the  reorganization  of  HEW,  the  recommendations  are  of  a  broad  enough  scope  that 
they  still  bear  repeating.  The  recommendations  are  too  numerous  to  mention  all  here,  but  they 
can  be  summarized  by  two  words:  more  and  better.  Present  systems  were  generally  found  to 
be  understaffed,  fragmented  among  programs,  and  not  extensive  enough  in  scope.  When 
NCSS  was  established  in  1968,  its  planned  staffing  was  219  employees.  However,  the  maxi- 
mum staff  level  reached  was  58.  This  staff  limitation  meant  that  State  data  could  never  be  pro- 
perly validated.  Further  deficiencies  included  incompleteness  and  lack  of  timeliness  of  re- 
ports. The  committee  recommended  the  establishment  of  an  office  responsible  for  statistical 
and  systems  oversight  and  coordination  in  the  Office  of  Management,  Office  of  the  Secretary. 
The  philosophy  behind  this  is  that  there  should  be  unified  systems  and  cross-cutting  data 
collection  for  those  programs  (AFDC,  Foods  Stamps,  Social  Services,  Medicaid)  that  deal  with 
a  common  set  of  clients,  as  well  as  consistency  of  definitions  and  client  identifiers  between 
programs.  In  addition,  an  adequate  and  highly  competent  staff  should  be  hired  on  the  Federal 
level. 

Alternative  Rate-Setting  Approaches  for  HMOs  and  Implications  for  Medicaid  Policy,  a  report 
prepared  by  National  Institute  for  Advanced  Studies,  Washington,  D.C.,  August  1977. 
This  contractor  evaluation  of  HMO  rate  setting  is  probably  most  valuable  for  its  discussion  of 
how  HMOs  and  Medicaid  agencies  have  been  interacting,  HMO  marketing  activities,  and 
problems  Medicaid  patients  cause  in  an  HMO  structure.  The  contractor  believes  that,  while 
different  situations  call  for  different  reimbursement  schemes,  cost  projection  methods  are  gen- 
erally preferable  to  fee-for-service  methods  as  they  permit  greater  realization  of  cost  savings 
and  delivery  of  high  quality  care.  Still,  HMOs  need  a  stable  population  to  be  most  effective, 
and  the  instability  and  high  turnover  of  the  AFDC  population  (reported  at  over  10%  per  month 
in  California)  makes  for  a  mutually  unsatisfactory  relationship.  The  report  concludes  that  until 
an  environment  is  available  in  which  HMOs  can  function  effectively,  HMOs  will  be  able  to 
provide  little  relief  for  rising  Medicaid  costs. 

Medical  Care,  \o\.  15:8,  August  1977.  Pages  61 1-677. 

This  issue  contains  a  series  of  papers,  first  presented  at  a  meeting  of  the  American  Public 
Health  Association  in  October  1974,  discussing  whether  Great  Society  programs  narrowed  the 
gap  in  health  status  between  the  poor  and  the  non-poor.  The  dates  for  which  the  comparisons 
are  being  made  are  1960-1970,  with  some  variation.  Papers  discuss  mortality  rates,  morbidity, 
disability  and  utilization  differentials,  mental  health,  and  infant  mortality.  A  major  problem 
encountered  during  these  studies  was  lack  of  data  on  this  subject.  The  paper  on  mental  health, 
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for  example,  discusses  utilization  rates  rather  than  health  status,  and  infant  mortality  data 

compares  that  of  white  vs.  nonwhite  but  not  that  of  poor  vs.  non-poor.  It  appears  there  was  an 

increase  in  access  to  health  care  for  the  poor,  and  higher  utilization  of  services.  However, 

looking  at  mortality  statistics  comparing  poor  to  non-poor  States,  the  gap  widened,  especially 

among  middle-aged  and  older  adults.  National  Health  Interview  Survey  results  also  showed  an 

increase  in  the  gap  in  health  status,  looking  at  disability  measures. 
The  Office  of  Child  Health  has  recently  published  a  series  of  training  booklets  on  the  EPSDT  pro- 
gram. Titles  are: 

Overview  of  EPSDT 

Brief  History  of  EPSDT 

Administrative  Organization  of  EPSDT 

The  Clients  of  EPSDT  and  their  Experience  with  Medical  Services 

Child  Health  Information  for  Workers  in  EPSDT 

Delivering  EPSDT  Services  -  Outreach  and  Follow-up  in  EPSDT 

Orientation  to  EPSDT  -  Training  Guide  A 

Problem  Solving  in  EPSDT  -  Training  Guide  B 
These  training  materials  are  especially  geared  to  paraprofessional  and  allied  health  personnel. 
They  were  prepared  by  the  EPSDT  Training  Materials  Development  Project  at  the  University  of 
Michigan.  For  further  information,  please  contact: 

Office  of  Child  Health 
The  Medicaid  Bureau/HCFA 
330  "C"  Street,  S.W. 
Washington,  D.C.  20201 

Developmental  Review  in  the  EPSDT  Program,  prepared  by  the  American  Association  of  Psychia- 
tric Services  for  Children,  Inc.,  Washington,  D.C,  April  1977. 
This  report  was  prepared  under  contract  for  HEW,  and  contains  a  broad  outline  for  expanding 
the  scope  of  the  EPSDT  program.  The  thesis  of  the  report  is  that  "the  EPSDT  program  must 
not  have  a  narrow  focus  on  defect,  but  must  look  as  well  toward  the  optimization  of  the  devel- 
opment of  the  child,"  and  there  should  be  "a  national  commitment  to  the  well-being  of  all  chil- 
dren." A  system  of  developmental  review  looking  at  the  whole  child,  rather  than  just  physical 
defects,  is  called  for.  Such  a  system  should  look  for  "handicapping  conditions"  and  "mental 
defects"  and  pay  for  such  things  as  remedial  education.  To  avoid  duplication,  there  should  be  a 
consolidation  of  many  of  the  Federal  programs  dealing  with  child  health.  In  addition,  local  EPSDT 
coordinating  offices  should  be  established .  For  further  information ,  contact : 

Office  of  Child  Health 
The  Medicaid  Bureau/HCFA 
330  "C"  Street,  S.W. 
Washington,  D.C.  20201 

Petitti,  Diana  B.  and  Cates,  Willard  Jr.,  "Restricting  Medicaid  Funds  for  Abortions:  Projections  of 
Excess  Mortality  for  Women  of  Child-Bearing  Age,"  American  Journal  of  Public  Health,  Vol. 
67:9,  September  1977.  Pages  860-862. 
The  authors  of  the  article  project  that  restricting  Medicaid  funds  for  abortions  will  cause  addi- 
tional deaths  in  three  ways:  forty-four  excess  deaths  will  result  if  all  women  currently  undergo- 
ing abortions  underwent  child  birth,  90  excess  deaths  result  if  all  women  underwent  less  safe, 
non-legal  abortions,  and  if  women  experience  average  delay  of  two  weeks  while  seeking  other 
means  to  pay  abortion  fees,  5  excess  deaths  would  result.  As  these  are  duplicated  counts,  the 
number  of  excess  deaths  among  women  of  child-bearing  age  would  range  from  5-90,  depending 
on  the  course  followed. 
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"CHAP:  A  Step  Backward  for  Children's  Dental  Health,"  The  Journal  of  the  American  Dental  As- 
sociation," Wo\.  95:4,  October  1977.  Pages  653-4. 
In  an  editorial,  the  American  Dental  Association  attacks  President  Carter's  Child  Health  As- 
sessment Program  (CHAP)  legislation  for  weaking  the  existing  EPSDT  legislation  regarding  the 
mandating  of  dental  care.  The  ADA  recommends  automatic  dental  referrals  for  all  screened 
children,  as  dental  disease  among  poor  children  is  nearly  universal,  and  good  dental  health  is 
important  to  overall  health.  Problems  are  seen  with  the  lower  match  rate  allowed  for  dental 
services,  the  lack  of  allowance  for  dental  services  between  screening  periods  (up  the  three 
years,)  weaker  language  regarding  screening  for  dental  defects,  and  an  inappropriate  reliance  on 
health  centers  for  treatment  (while  75%  of  dentists  practice  alone  or  in  a  private  office  setting.)  In 
addition,  it  is  alleged  that  the  bill  ignores  prevention  of  dental  problems. 
Kraus,  A.S.  and  Armstrong,  M.I.,  "Effect  of  Chronic  Home  Care  on  Admission  to  Institutions 
Providing  Long-Term  Care,"  Canadian  Medical  Association  Journal,  Vol.  117:7,  October  8,  1977. 
Pages  747-749. 

A  pilot  program  for  chronic  home  care  (CHC)  or  extended  home  health  care  was  started  Octo- 
ber 1975  in  three  areas  in  Ontario.  The  authors  did  a  somewhat  informal  study  of  218  patients  at 
the  Kingston,  Ontario  test  site.  CHC  staff  judged  61%  of  the  patients  would  have  needed  institu- 
tionalization without  CHC,  while  in  fact  only  12%  of  the  218  patients  left  CHC  to  enter  an 
institution.  Of  those  patients  that  had  considered  entering  an  institution,  75%  decided  not  to 
apply  after  CHC  was  made  available.  The  authors  estimate  the  CHC  program  kept  at  least  one 
third  of  the  patients  out  of  nursing  homes  that  otherwise  would  have  entered  them.  Total  costs 
for  all  CHC  services  provided  (including  administration)  was  $10.50  per  patient  per  day.  This 
suggests  that  some  cost  benefits  might  result,  and  that  CHC  provides  an  alternative  to  institution- 
al care  preferred  by  most  patients  at  no  increase  in  cost. 
Sherman,  Susan  R.,  Ph.D.  and  Newman,  Evelyn  S.,  M.L.S.,  "Foster- Family  Care  for  the  Elderly  in 
New  York  State,"  The  Gerontologist,  Vol.  17:6,  December  1977.  Pages  513-520. 
The  authors  found  little  literature  available  on  Foster  Family  Care  for  the  elderly,  and  this  arti- 
cle is  a  remedy  to  that  situation.  The  authors  survey  foster  family  literature,  describe  three  test 
programs  in  New  York  State,  analyze  foster-family  care,  and  summarize  its  advantages  and  dis- 
advantages. Some  conclusions  are:  a  foster  family  can  facilitate  deinstitutionalization;  foster 
homes  should  be  small,  with  an  upper  limit  of  four  residents;  and  foster  families  represent  an 
intermediate  setting  for  those  elderly  who  can  no  longer  live  independently,  but  don't  need  nurs- 
ing home  care. 
Hall,  Charles  P.,  Jr.,  Flueck,  John  A.,  and  McKenna,  William  F.,  "Medicaid  and  Cash  Welfare 
Recipients:  An  Empirical  Study,"  Inquiry,  Vol.  XIV: I,  March  1977.  Pages  43-50. 
This  article,  based  on  research  done  under  an  HEW  contract,  looks  at  medical  service  utiliza- 
tion rates  for  different  services,  source  of  payment  for  those  services,  and  unmet  medical  needs 
of  8,0(X)  Medicaid  eligibles.  The  study  groups  were  cash  assistant  recipients  automatically  eligi- 
ble for  Medicaid  from  four  different  sites,  where  States  offered  different  medical  services.  There 
is  too  much  detailed  data  to  report  here,  but  one  finding  was  that  white  Medicaid  eligibles  were 
more  likely  to  use  medical  services  than  black,  and  whites  were  also  more  likely  to  report  their 
health  status  as  "poor."  Whites  are  also  more  likely  to  obtain  services  outside  the  Medicaid  sys- 
tem, and  incur  out-of-pocket  expenses.  In  addition,  those  sites  with  less  liberal  benefit  packages 
had  lower  utilization  rates  for  medical  services,  greater  recipient  out-of-pocket  medical  expen- 
ses, greater  unmet  medical  needs,  and  a  greater  percentage  of  eligibles  reporting  their  health 
status  as  "poor."  However,  even  at  the  site  where  prescription  drugs  were  not  an  offered  Medi- 
caid service,  more  than  9  out  of  10  eligibles  were  successful  in  having  prescriptions  filled. 

"HEW  Spells  It  Out:  Giving  Consultant  Service  Free  is  a  Criminal  Offense,"  American  Druggist, 
Vol.  176:3,  September  1977.  Pages  17-18. 

The  American  Druggist  reports  on  new  drug  guidelines  entitled  "Guidelines  on  Payment  of 
Reasonable  Charges  for  Prescribed  Drugs."  The  guidelines  spell  out  that  Medicaid  nursing 
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homes  must  pay  separately  for  pharmacy  consultant  services,  apart  from  payment  for  drugs 
and  dispensing  service.  It  is  illegal  for  nursing  homes  to  receive  free  or  reduced-cost  consult- 
ing service  from  a  pharmacist  who  supplies  drugs  for  a  Medicaid  patient  in  that  home.  Contra- 
ry to  the  spirit  of  its  title,  the  article  goes  on  to  state  "many  pharmacists  have  long  maintained 
such  arrangements  constitute  kickbacks,"  and  that  they  were  often  forced  into  such  arrange- 
ments by  nursing  home  operators.  The  rest  of  the  guideline  are  also  discussed  in  the  article. 
Brodie,  Donald  C,  Lofhohn.  Paul  and  Benson,  Roger  A.,  "A  Model  for  Drug  Use  Review  in  a 
Skilled  Nursing  Facility,  Journal  of  the  American  Pharmaceutical  Association,  Vol.  NS  17:10, 
October  1977.  Pages  617-620,  623. 
This  article  discusses  the  role  of  drug  use  review  (DUR)  in  skilled  nursing  facilities,  and  out- 
lines a  conceptual  model  for  such  a  program.  It  is  suggested  that  drug  use  profiles  could  be 
developed  by  the  consultant  pharmacist  through  recording  drug  usage  at  the  time  of  the  re- 
quired monthly  drug  regimen  review.  DUR  is  defined  as  "an  authorized,  structured  and  con- 
tinuing program  that  reviews,  analyzes  and  interprets  patterns  (rate  and  cost)  of  drug  usage 
..."  and  its  purpose  is  to  assure  proper  use  and  reduce  the  overutilization  of  drugs  in  a  nurs- 
ing home.  On  one  DUR  test  site  using  the  model  described  in  the  article,  the  number  of  drugs 
administered  daily  per  patient  was  reduced  from  6.8  to  4.6,  with  a  saving  of  40  cents  per  pa- 
tient per  day. 
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CALENDAR  OF  TRAINING  CONFERENCES  AND  WORKSHOPS 


INSTITUTE  FOR  MEDICAID  MANAGEMENT 


FY  1978 


JANUARY 

MARS-S/UR  Workshop  for  Selected  States 
MARS/S/UR  Workshop  for  Region  II 
MARS/S/UR  Workshop  for  Selected  States 
Regional  Medicaid  Directors  Conference 


SITES 

DATES 

CONTACT 

Philadelphia 

1/4-6 

Boyle/Pergam, 

IMM 

New  York 

1/11-12 

Boyle,  IMM 

Houston 

1/18-20 

Boyle/Pergam, 

IMM 

D.C. 

1/17-19 

Laughlin,  OA 

FEBRUARY 

RO  IMM  Coordinators  Meeting 
MARS-S/UR  Workshop  for  Selected  States 
Interagency  Agreements  Workshop  for  State  Staff 

Eligibility  Workshop  for  State  Staff 


MARCH 

10th  Annual  Meeting  -  State  Medicaid  Directors 

Interagency  Agreements  Workshop  for  State  Staff 

Eligibility  Multi-State  Workshop 

Fraud  and  Abuse  Workshop  for  State  Staff 

APRIL 

Eligibility  Multi-State  Workshop 

Medicaid  Orientation  Workshop  for  State  Staff 

Fraud  and  Abuse  Workshop  for  State  Staff 

Medicaid  Contract  Surveillance  Conference 

MAY 

Medicaid  Orientation  Workshop  for  State  Staff 
Eligibility  Multi-State  Workshop 
Medicaid  Orientation  Workshop  for  State  Staff 
Minimum  Data  Set  Reporting  -  National  Conference 


DC. 

2/1-3 

Clark,  IMM 

Baltimore 

2/15-17 

Boyle/Pergam,  IMM 

Kansas  City 

2/6-7 

Moore,  OCH 

Portland,  Ore. 

2/28-3/1 

Nichols,  DPS 

Los  Angeles 

2/13-17 

Coro,  IMM 

Jacksonville 

3/14-16 

Coro,  IMM 

SITES 

DATES 

CONTACT 

New  Orleans 

3/6-9 

Levinson/ 
Palder,  IMM 

Philadelphia 

3/15-16 

Moore,  OCH 
Nichols,  DPS 

Hartford 

3/28-30 

Coro,  IMM 

Kansas  City 

3/28-30 

Liberci,  PI 

Philadelphia 

3/21-23 

Liberci,  PI 

Annapolis 

4/18-20 

Coro,  IMM 

- 

4/10-14 

Clark,  IMM 

San  Francisco 

4/12-14 

Liberci,  PI 

Chicago 

4/18-20 

Liberci,  PI 

Denver 

4/25-26 

McCarthy 

5/9-11 

Clark,  IMM 

Minneapolis 

5/2-4 

Coro,  IMM 

5/22-26 

Clark,  IMM 

Tentative 

5/23-25 

Hickman,  DAE 

JUNE 

Alternative  Care  -  Deinstitutionalization  National  Conference 


Tentative 


6/20-22 


DPS/IMM 
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Tenth  Annual  Meeting 
State  Medicaid  Directors 

On  March  6,  1978,  State  Medicaid  Directors  will  convene  in  New  Orleans,  marking  a  de- 
cade of  such  conferences.  These  conferences  provide  the  opportunity  for  front-line  mana- 
gers of  Medicaid  to  discuss  current  program  issues  and  to  develop  their  recommendations 
to  Federal  Medicaid  staff  on  program  matters. 

Conference  objectives  are  to: 

1.  Achieve  a  better  understanding  of  Federal/State  Title  XIX  priorities  and  concerns; 

2.  Discuss  methods  and  practices  that  will  enable  States  to  more  effectively  adminis- 
ter their  Medicaid  program  and  improve  the  delivery  of  Title  XIX  health  care  and 
services; 

3.  Communicate  information  on  new  and  pending  legislation,  policies  and  guidelines, 
and  discuss  the  impact  they  may  have  on  State  Medicaid  programs;  and 

4.  Provide  a  forum  for  State  Medicaid  Directors  to  meet  in  a  closed  session  to  dis- 
cuss items  of  special  interest  and  develop  recommendations  to  the  Medicaid  pro- 
gram. 

Items  of  discussion  on  this  year's  agenda  range  from  in-home  services  and  day  health 
care  for  the  aged  and  disabled,  to  administrative  remedies  and  sanctions  available  for 
State  fraud  and  abuse  efforts,  to  State  Medicaid  contracting  and  procurement. 

Representatives  from  both  the  Health  Care  Financing  Administration  and  the  Medicaid 
Bureau  will  participate  in  the  conference.  Hale  Champion,  Under  Secretary  of  HEW  will 
be  a  featured  luncheon  speaker  and  Robert  Derzon,  Administrator,  HCFA,  will  deliver 
the  welcome. 

The  conferences  have  traditionally  been  well  attended  and  received  by  State  Medicaid 
Directors.  As  in  the  past  two  years,  design  of  the  conference  and  the  agenda  has  been 
accomplished  in  line  with  suggestions  and  recommendations  from  the  State  Medicaid 
Directors. 

For  further  details,  readers  may  contact  the  Institute  for  Medicaid  Management. 

TENTH  ANNUAL  MEETING 
State  Medicaid  Directors 

March  6-9,  1978 
Grand  Hotel  New  Orleans 

l50()Canai  Street 

New  Orleans,  Louisiana  70140 
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INSTITUTE  FOR  MEDICAID  MANAGEMENT 


ORDER  FORM 

For  IMM  reports  which  are  available  to  State  and  Federal  personnel  who  are  directly  concerned 
with  the  Medicaid  program: 


n  Papers  from  the  Third  Party  Liability  Workshop  -  Chicago  Conference,  July  27-28,  1977 

D  A  Guide  for  the  Control  of  Erroneous  Medicaid  Expenditures  -  July  30,  1976 

n  Conference  Report  for  the  Erroneous  Expenditures  Conference,  San  Francisco,  California  - 

February  22-24,  1977 
n  State  Practice  for  Recovery  of  Third  Party  Resources  in  the  Medicaid  Program  -  March  17, 

1977  ■ 
n  /nsf/fuf/ona/ /?e//nt>ursen7e/7/- Milwaukee  Conference,  July  18-20,  1977 
D  Assessment  of  Resident  Care  in  Intermediate  Care  Facilities  for  Mentally  Retarded  -  Kansas 

City  Conference,  September  6-8,  1977 
D  Independent  Professional  Review  -  Concept  Manual,  September  1977 
□  Journal  for  Medicaid  Management  -  Fall  1977 

Name: 

Position  Title: 

Agency: 

Address: 

Zip  Code: 

Mail  to:   Institute  for  Medicaid  Management 
Medicaid  Bureau,  HCFA 
Department  of  Health,  Education, 

and  Welfare 
330  "C"  Street,  S.W. 
Washington,  D.C.  20201 
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